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Use and Occupancy Insurance 


ITS RELATION TO THE ACCOUNTING PROFESSION 
By LEE J. WOLFE 


Insurance against the hazard of fire has been in existence for 
a number of years. Originally a simple coverage on buildings 
and contents, it has expanded and become complicated along 
with industrial and financial changes, until today there is scarcely 
a loss from fire or other similar contingency that may impair 
financial credit against which insurance cannot be obtained. 

In the days before machinery came into general use in manu- 
facturing, most of the work was done by the owner of the busi- 
ness with two or three assistants or operations were carried on 
in the homes of individuals, so that when a fire occurred the only 
business loss was the small amount of unfinished and finished 
goods on hand, together with a few tools of home or vicinity 
manufacture. With the new dwelling came the new shop, and 
the loss of materials and tools was easily covered by a simple 
replacement fire-insurance policy. 

However, with the advent of machinery accompanied by its 
noise, dirt and requirements for space, the home ceased to be a 
logical place for carrying on manufacturing operations and special 
buildings had to be erected for manufacturing and warehousing 
purposes. With this change also came changes in financial ar- 
rangements; individuals combined together and corporations 
were formed; machinery and the buildings to house it were ex- 
pensive, and money was borrowed from outsiders. The problem 
of fire insurance now was not so simple, for protection was 
needed, not only for actual physical loss of property, but also for 
protection to investors, who one day had a prosperous business, 
but on the next, because of an unusual contingency, faced a loss 
of profits during a reconstruction period. 
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No longer could a new factory or warehouse be found over- 
night or erected in a few days; no longer could manufacturing be 
resumed with hand-made tools. Loss of opportunity to make 
money became a tangible insurable interest and profits insurance, 
as it is known in England, or use and occupancy insurance, as 
it is commonly called in this country, was devised to fit the 
need. 

As to who originated this form of insurance there seems to be 
some doubt, but it was first issued in this country about fifty 
years ago. Its use, however, was somewhat limited for a number 
of years on account of the insuring public’s unfamiliarity with this 
form of coverage and the insurance companies’ strict under- 
writing demands, due no doubt in part to the poor accounting 
methods in use by many concerns both large and small. How- 
ever, with the improvements in accounting methods the insurance 
companies have liberalized their policy forms and have displayed 
a desire for this class of business. The advent of the world war 
demonstrated the need for this coverage as nothing else could 
have done and the last decade has witnessed a greatly increased 
volume of this class of insurance. 

What does this form of insurance cover and why is it especially 
interesting to accountants? 

In answer to the first part of the question I submit below one 
of the forms of endorsement attached to standard fire policies. 
This form has been approved by the uniform rules and clauses 
committee of an association of fire companies covering the terri- 
tory embraced by the New England states, the middle Atlantic 
states and the southeastern states. The other territories within 
this country are covered by other associations, but the rules, 
regulations and forms are practically uniform throughout the 
country. Only the salient features of the form are set forth 
herewith, as it would require too great an amount of space to give 
the form in full. Anybody who is interested can obtain a com- 
plete form from a representative of any fire-insurance company. 


(Per Diem) 
UsE AND OCCUPANCY 
For manufacturing plants in steady operation ‘‘ Straight U. & O.” 


On the use and occupancy of the property described below: 
(1) The conditions of this contract are that if the building (s) situate 
a eee ere 


and/or machinery and/or equipment 
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[Insert here ‘‘and/or raw stock”’ if liability due to damage to or destruction 
of raw stock is to be included] contained therein, be destroyed or damaged by 
fire occurring during the term of this policy so as to necessitate a total or partial 
suspension of business, this company shall be liable under this policy for the 
actual loss sustained consisting of: 

I. Net profits on the business which is thereby prevented; 

II. Such fixed charges and expenses as must necessarily continue during a 
total or partial suspension of business, to the extent only that such 
fixed charges and expenses would have been earned had no fire 
occurred; 

III. Such expenses as are necessarily incurred for the purpose of reducing 
the loss under this policy; for not exceeding such length of time, com- 
mencing with the date of the fire and not limited by the date of 
expiration of this policy, as shall be required with the exercise of due 
diligence and despatch to rebuild, repair or replace such part of said 
building (s) and machinery and equipment 
[Insert here ‘‘and raw stock,”’ if liability due to damage to or destruc- 
tion of raw stock is included] as may be destroyed or damaged subject 
to the following conditions and limits, to wit: 

(2) Total suspension clause: The per diem liability under this policy during 
the time of total suspension of business of all the properties described herein 
shall be limited to the ‘‘actual loss sustained,’ not exceeding 1/300 of the 
amount of this policy for each business day of such suspension, except that in 
the case of business being operated on Sundays and/or holidays, in which event 
the said per diem liability shall not exceed 1/365 of the amount of this policy 
for each business day of such suspension, due consideration in either case being 
given to the experience of the business before the fire and the probable experi- 
ence thereafter. 

(3) Partial suspension clause: The per diem liability under this policy 
during the time of a partial suspension of business shall be limited to the 
“actual loss sustained,” not exceeding that proportion of the per diem liability 
that would have been incurred by a total suspension of business which the 
actual per diem loss sustained, during the time of such partial suspension, 
bears to the per diem loss which would have been sustained by a total sus- 
pension of business, for the same time, of all properties described herein, due 
consideration being given to the experience of the business before the fire and 
the probable experience thereafter. 


It will be noted that the coverages, generally speaking, are: 
1. Net profits. 
2. Earned fixed charges and expenses which must continue 
whether the plant is operating or not. 
3. Necessary expenses incurred by the insured to help reduce 
the loss under the policy. 
A reading of this form will answer the second part of the ques- 
tion, for all of it is of interest to an accountant whose clients carry, 
or contemplate carrying, this form of insurance. 
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The work of an accountant in setting up a statement of loss 
under a regular replacement form of coverage pales into insignifi- 
cance when compared to the work necessary for preparing a 
proper statement of facts for a use and occupancy loss. In the 
former the damage is apparent to the naked eye and the loss is 
adjusted on replacement values at the time of the fire, usually 
comparatively easy of ascertainment; but under a use and occu- 
pancy loss, the past, the present and the future are all used, for 
it will be noted that in determining the loss (see sec. (2)—total 
suspension clause and sec. (3) partial suspension clause) due 
consideration must be given to the experience of the business, 
before the fire and the probable experience thereafter. Could any 
five words express the need for an accountant’s skill more forcibly 
than those quoted? 

The manufacturing form above is one of the simplest of the 
many forms necessary to give coverage to the variety of indus- 
tries which they are devised to serve. For example, forms have 
been issued to cover: 

Mercantile or non-manufacturing risks; 

Manufacturing plants having seasonal or fluctuating earnings; 

Mercantile risks having seasonal or fluctuating earnings; 

Mines; 

Waterworks; 

Electric light and power companies; 
as well as modifications to cover on a weekly basis instead of a 
per-diem basis. 

It is impossible to condense into an article the length of this 
a full discussion of the many possibilities calling for the account- 
ant’s skill in adjusting use and occupancy losses. Many excel- 
lent articles have been written on the subject and my fellow 
accountants who are interested should read the very interesting 
articles by L. A. Moore, of the New York underwriters agency, 
on Use and Occupancy Insurance and Adjustments. Also the 
article by William J. Greer, of the general adjustment bureau, on 
Side Lines and Loss Ratios. In reading Mr. Moore’s first pam- 
phlet, however, it should be noted that the coverages referred to 
were written on forms differing from those now in use, some of 
his adjustments being based on production instead of on profits. 
The companies today are writing their policies so that the cover- 
age is measured by loss of profits in dollars and not in loss of 
production. 
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But it is not alone in the field of loss adjustment that the 
accountant can be of service to his client, in fact his principal 
service can be rendered before the loss occurs. 

First, he should impress upon the client carrying this form of 
insurance the necessity for keeping books and records in such 
condition that the salient facts in accordance with the policy 
requirements are readily ascertainable. It will be at once appar- 
ent from a reading of the form given above, that a “partial sus- 
pension’”’ loss is considerably more difficult to ascertain than is a 
total suspension loss, and a trustworthy costing system, especially 
one which indicates the earnings per machine per diem, may 
prove of inestimable service in determining a partial loss. 

Second, he should ascertain if 1/300th or 1/365th of the amount 
of the policy, as the case may be (see sections 2 and 3 of above 
form), is adequate coverage for his client. Remember that, in 
case of a total loss, this would be the total per diem amount 
which could be claimed, while in the case of a partial loss—and 
policies of this kind are by far the most numerous—the form 
contains a co-insurance clause as part of the partial suspension 
clause. (See clause 3 of the above form.) Should a partial loss 
occur with insufficient use and occupancy insurance in force, the 
insured would suffer for his neglect. This can best be illustrated 
by the following formula, which is always used in determining 
the amount of loss payable under the partial suspension clause. 

(a) 
Per diem liability which would have been incurred 

(by company) in event of total suspension 


(c) 
of actual per diem loss 
(b) sustained 
Per diem loss which would have been incurred (by 


insured) in event of total suspension 





A study of this formula makes it at once apparent that, if the 
assured is carrying too small an amount of insurance, he will not 
collect the full amount of his partial loss, irrespective of the fact 
that it is less than 1/300th of the amount of the policy. Let us 
assume the following statement of facts: 


(a) Per diem liability which would have been incurred (by com- 


pany) in event of total suspension...................... = $1,000 
(b) Per diem loss which would have been incurred (by insured) in 

CU AE Is oo sb cs cds wtawascccsssbanenens = $1,200 
(c) Actual per diem loss sustained. .................ce eee ceee =$ 200 


Here it is evident that the assured can suffer a loss of $1,200 a 
day but has only insured against it at the rate of $1,000 a day. 
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Substituting values we have: 


$1,000 


$1,200 


While, if he had covered himself for the full amount of his possible 
loss, the adjusting formula would appear as: 


of $200 = $166.66 (loss payable) 





$1,200 


janes of $200 = $200.00 (loss payable) 


While the amounts in this example are small, they indicate 
the point which I wish to make. When it is remembered that a 
partial loss may exist for many months, it will be seen that even 
the small figures above can run into large sums of money. 

In the case of a plant having seasonal operations or fluctuating 
earnings, great care should be exercised to ascertain whether the 
earnings per month, as set forth in the policy, are correct or not. 
Consideration should be given also to the increase in earnable 
per-diem overhead, due to the increase in earnings from time to 
time. It must be remembered that in adjusting a loss at a plant 
having seasonal earnings, the coverage is for varying amounts, 
dependent upon the length of time required to place the plant in 
normal earning condition. 

It is, of course, impossible for anybody to foretell exactly how 
much use and occupancy insurance should be carried at a given 
plant, but the accountant in making his periodical audit should 
ascertain if changes which have occurred since the time of his 
making the last audit materially affect the overhead expenses 
and the profit in any way. Such changes as increases in salaries, 
rent, numbers of old employees drawing pensions and financing 
charges are all matters which affect the overhead. Increased 
demand for the product, as well as changes in machinery and 
equipment, which may increase the rate of profit, should be 
reflected in the coverage under the use and occupancy policy. 

Care of course should be taken not to have more use and 
occupancy insurance than is necessary, although because of the 
fluctuating amount of the coverage, it is possible that a slight 
over-insurance may exist. This, however, is preferable to under- 
insurance. It must be remembered, however, that in case of 
over-insurance, only the ‘‘actual loss sustained”’ can be collected. 

The following schedule is suggested for use in determining the 
amount of use and occupancy insurance necessary. It is a form 
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which has been devised by one of the large fire companies writing 


this class of insurance. 


It is given here merely as an illustration 


and may have to be amended to fit any particular industry. 


A 


Expenses that will continue 
during suspension of busi- 





Salaries and wages of offi- 
cers, superintendents and 
other employees whom it is 
necessary to retain on the 
payroll whether business 
iscarriedonornot...... 

Interest on indebtedness. . . . 

Necessary advertising ex- 


Rent, amount legally liable 


for during untenantability $———— 


That part of insurance pre- 
miums which must con- 


tinue during suspension... $———— 


That part of cost of heating 
and lighting which must 
continue during suspen- 


Enter here any other ex- 
penses that would continue 
during suspension....... 


1. Anticipated gross earn- 
ings for the period cov- 
ered by the foregoing 
schedule based upon 
sales price of goods 
that will be produced 
if you operate a manu- 
facturing plant or upon 
sales if you operate a 
mercantile or non-man- 
ufacturing  establish- 


B 


Expenses that will not con- 
tinue if business is sus- 





Salaries and wages of em- 
ployees who can be dis- 
guns WH So 6c sacs 


Cost of advertising that can 
be discontinued......... 


Rent, if lease is cancelled or 
rent suspended......... 


That part of insurance pre- 
miums which will not 
continue during suspen- 


That part of cost of heating 
and lighting which may be 
discontinued during sus- 
Cet ae 

Enter here any other ex- 
penses that could be dis- 
continued during suspen- 


SUMMARY 


2. Cost of merchandise, ma- 
terials and supplies en- 
tering into goods that 
will be produced during 
that period in the 
case of a manufactur- 
ing plant or sold in the 
case of a mercantile 
or non-manufacturing 


, 
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3. Deduct No. 2 from No. 1 6. TotalofcolumnA...... $ 
to determine gross 7. Add No. 5 and No. 6 to 
Nh os teen ocean $——__ determine use and oc- 
4. Total of all expenses listed cupancy loss if totally 
in columns A and B... $———— prevented from carry- 
5. Deduct No. 4 from No. 3 ing on business for the 
to determine net prof- period covered....... $—_——— 
I aan en ee Ss 


If the foregoing schedule is made up on an annual basis, 
item No. 7 is the amount of insurance to be carried. If a sepa- 
rate schedule is made up for each period less than a year to pro- 
vide for seasonal or monthly fluctuations, the amount of insur- 
ance to be carried will be the sum of the period amounts for item 
No. 7. 

In making up this form, due consideration should be given to 
the fact that 90% of all losses are partial and that a large pro- 
portion of the partial losses are not of long duration and require 
shutting down certain parts of the plant for periods of one month 
or less. Under these conditions, when splitting the salaries and 
wages between those necessary to be kept on the payroll and 
those not necessary, consideration should be given to the fact 
that in case of a partial loss involving shutting down for a period 
of less than a month, it is more than likely that trained machine 
operators and sales force will be retained on the payroll, and a 
sufficient amount should be included in schedule A to provide for 
this contingency. 

If welfare work of any kind is carried on by the plant, such as 
contributions to or maintenance of hospitals, recreation grounds, 
etc., due provision should be made for the inclusion of these items 
under ‘‘other continuing expenses”’ in schedule A. 

In preparing the schedule of interest on indebtedness care 
should be taken to include interest which will be paid out on 
mortgage, with consideration of possible fluctuations of the out- 
standing principal, although, of course, the accountant will real- 
ize that in case of a total loss, the principal of the mortgage would 
be paid off by the replacement fire insurance and there would 
cease to be any outgo for this item. 

Practically all of the insurance premiums should be carried 
under ‘‘A,”’ as it is impossible to estimate which insurance pre- 
miums will be discontinued during suspension. Especial care 
should be taken to include life-insurance premiums on executives 
and employees, as these premiums are likely to be separated on the 


288 








Use and Occupancy Insurance 








books of account from the other insurance premiums, because of 
income-tax requirements. 

In determining the expected gross earnings, care should be 
taken to see that all market conditions are anticipated as accu- 
rately as possible. The net earnings, unless conditions in the 
industry are materially changing or the volume of operations is 
changing, should be comparable to the previous net earnings of 
the insured. 

The important point to keep in mind in preparing the schedule 
of expenses is that only those expenses earned can be recovered. 
If a plant is losing money, it is not earning its operating expenses, 
and therefore, in case of a loss, only such portion of its operating 
expenses as were earned can be recovered. 

When two or more plants are operated by the same assured at 
different locations, or if two or more dissimilar operations are 
carried on at the same plant, provided the operations are not 
dependent upon each other, it is advisable to carry separate use 
and occupancy policies on each plant or on each operation, as the 
following illustration will show: 

Let us take a textile corporation engaged in the manufacture 
of sweaters at one plant, hosiery at another plant and underwear 
at a third plant. The sweater mill is making a profit of $10,000 
per annum, the hosiery mill is losing $2,000 per annum, and the 
underwear mill is losing $3,000 per annum. Assuming that these 
operations are not dependent upon each other and that none of 
the raw yarn used in the operations is spun by the corporation 
itself, it would be better to have separate use and occupancy 
policies on each mill. If only one policy were carried on the three 
mills, the total net profits insurable would be $5,000 per annum, 
but it will at once be seen that if the sweater mill should be 
destroyed by fire, the profits lost to the corporation would be at 
the rate of $10,000 per annum and not at the rate of $5,000 per 
annum. The profits coverage on the sweater mill, therefore, 
should be at the rate of $10,000 per annum. 

Of course, the question which will immediately occur upon 
reading the previous paragraph is: ‘‘Why should use and occu- 
pancy insurance be carried on a losing proposition?”’ 

Many of us have clients who are compelled to carry on opera- 
tions at a loss in different parts of their businesses for several 
reasons. Among these may be mentioned branded products, 
when it is advisable to have a complete line of certain classes of 
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merchandise under one name; or it may be that the demand for 
one of the products has declined temporarily but in order to hold 
the sales force intact the losing article must still be manufactured. 

In cases where the use and occupancy policies are split among 
several plants or operations, the amount of indirect overhead 
such as officers’ salaries, etc., should be carefully apportioned 
among the several plants. 

If the operations in any one plant show a loss, no coverage 
should be obtained for profits. The only item to be covered for 
such a plant would be for earnable overhead expenses not dis- 
continuable; but great care must be exercised to watch the use 
and occupancy insurance on the losing plants and, as soon as any 
starts to make a profit, immediately to change the policy on that 
plant to cover the new situation. 

If, however, any of the operations conducted in one place are 
dependent upon operations conducted in another, a blanket 
policy covering all locations should be in effect. This can best 
be illustrated by the actual example of a shirt-manufacturing 
company which, because of the shortage of female labor in the 
territory in which it originally operated, has established two 
additional plants within trucking distance of the main plant. 
At the main plant, assembling only is conducted. At one of the 
subsidiary plants, neck bands are manufactured and at the other, 
sleeves, cuffs and bodies are manufactured. It can easily be 
seen, therefore, that should any one of the plants have a fire the 
profits of the corporation would suffer. 

Some of the large automobile manufacturing concerns, which 
operate assembling plants only, carry use and occupancy insur- 
ance, not only on their own plants, but upon the plants of the 
various corporations that supply them with material under con- 
tract, so that in case these outside concerns are prevented by fire 
from furnishing the necessary assembling material, the profits 
and expenses lost by such catastrophe would be collectible by 
the assembling concern. 

It is unnecessary to point out in the cases mentioned what 
great service the accountant of a corporation can render in de- 
termining how much use and occupancy insurance should be 
carried on each of the outside plants. 

It is a common practice for the amount of replacement fire 
insurance to be changed from time to time with the fluctuations 
of materials on hand, but it has not been customary to change 
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use and occupancy insurance with changing conditions. This is 
due, no doubt, to the trouble involved in ascertaining the ap- 
proximately correct amount to carry. 

Once having familiarized himself with the details of use and 
occupancy insurance, it should be possible for an accountant to 
inform the executive head of the corporation at the end of any 
audit period how much would have been lost had there been a 
total suspension of operations during the period under review 
and to compare the amount which would have been collectible 
under the use and occupancy insurance in force to the total possi- 
ble loss, advising, if necessary, an adjustment of use and occu- 
pancy insurance to meet the situation. If the comparison indi- 
cates that the coverage is too low for the case of a total loss, it is 
bound to be too low for the case of a partial loss, for the reasons 
already stated. 

By becoming familiar with the use and occupancy coverages of 
his clients, the accountant will also be in position to be of signal 
service in case of a loss under use and occupancy policy. 

This article has been devoted entirely to the question of use 
and occupancy losses under fire-insurance policies. There are 
many forms of use and occupancy insurance other than those at- 
tached to and made part of a fire policy. Use and occupancy en- 
dorsements can be attached to tornado, explosion, riot and civil 
commotion, steam boiler, fly-wheel and machinery-breakage 
policies. Usually the last three coverages provide for payment 
of a specific amount in case of a total shut-down of the plant, 
irrespective of whether it is making a profit or not. In case of a 
partial loss, however, the method of determining the loss is 
practically similar to the method outlined for a fire-insurance 
policy, and the partial-insurance formula given above is applied. 

The accountant should ascertain if necessity for these addi- 
tional forms of use and occupancy coverage exists. It must be 
remembered that a factory or mercantile establishment is nothing 
more than an adjunct of the general business. It is not the object 
of the business to manufacture goods, but to make a profit from 
operations. This fact should be borne in mind and all reason- 
able protection should be afforded to stockholders and investors. 

There are other classes of insurance closely allied to use and 
occupancy insurance which require the accountant’s skill in 
making adjustments and determining the amount of insurance to 
be carried, such as rent insurance and insurance on profits and 
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commissions. The latter form of insurance, while closely allied to 
use and occupany insurance, must be sharply distinguished from 
it. Use and occupancy insurance insures against losses of future 
profits and has no relation to goods destroyed or lost as a result 
of the catastrophe. The insurance of profits and commissions 
applies to the destruction of finished merchandise on which a 
profit was expected. The forms used for this form of insurance 
follow to a great extent the forms used in writing use and oc- 
cupancy insurance. 

Naturally, the accountant will ask: ‘“‘Is it not the duty of the 
agent or broker representing the client to look out for these 
matters?”’ In answer to this I can only say that while no doubt 
the agent or broker does his best, he does not have the same in- 
timate knowledge of the client’s financial affairs, nor is he quali- 
fied—aunless an accountant—to make the necessary analyses of 
the accounts. 

When an accountant has determined how much use and oc- 
cupancy insurance is needed, he should coéperate with the client’s 
agent or broker and the technical insurance part of the problem 
should be left to the latter. In this way, the client will receive 
the full protection to which he is entitled. 
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Examination of Bituminous Coal Companies 
By C. W. McDowELL 


Falling prices and keen competition in the bituminous coal 
industry have rendered it difficult for mining companies of a 
moderate size to operate profitably. Experience is rapidly teach- 
ing mine owners the necessity for seeking the economies which 
result from consolidated operation or merger. The promoters 
of such consolidations or mergers generally require assistance in 
financing the undertaking, and the conservative banker always 
insists upon an examination of the accounts and an appraisal 
of the physical properties of the companies which are to be ac- 
quired before he will grant the necessary credit. 

Before undertaking an audit of this nature the accountant 
should confer with his clients in order to ascertain: 


1. The period to be covered by the examination. 

2. The date or dates for which balance-sheets are desired. 

3. The nature and terms of the contract for purchase of the 
various properties. 

4. The date at which the audit must be completed and the 
report submitted. 

The accountant should also confer with the engineer who 
is to appraise the properties in order that he may under- 
stand thoroughly the scope of the latter’s examination, and 
be prepared to supplement it where necessary. 


Before departing for the field to commence the audit, the 
accountant should obtain a list of the companies to be examined, 
the location of the mine or mines of each company and of the 
general office, and the names of the officers. It is also well to 
secure letters of introduction, if possible. This information will 
enable the auditor to arrange the order of examination of the 
various companies so as to secure maximum efficiency and a 
minimum of traveling time. 

The audit of a bituminous coal company is in many respects 
similar to that of the average manufacturing company, but certain 
fundamental differences inherent in the mining industry will be 
discussed with the audit schedule, as it is not the purpose of this 
article to discuss the manner in which coal mining companies 
carry on their business. 
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When an auditor represents a prospective purchaser, much of 
the routine necessary in an ordinary audit may be omitted. The 
seller will not ordinarily understate his profit and his assets, nor 
will he overstate his liabilities. However, the recent federal 
income-tax laws have caused many operators in the coal industry 
to calculate their profits with extreme conservatism in order 
to avoid the payment of large amounts for federal taxes. The 
auditor should bear these facts in mind while making his examina- 
tion. 

The investigation may be divided into two general parts:— 
1. the verification of the assets and liabilities and, 2. the examina- 
tion of the profit-and-loss accounts. The same general procedure 
should be followed for the examination of all companies in order 
that the results obtained may be uniform. 

The examination of assets and liabilities should proceed along 
the general lines laid down in the federal reserve board pamphlet 
Approved Methods for the Preparation of Balance-sheet Statements. 
Let us consider briefly the usual assets and liabilities to be ex- 
amined, with a more detailed exposition of those peculiar to the 
coal mining industry. 

All petty-cash funds, both at the mines and at the main office, 
should be counted and balanced. The cash in bank should be 
confirmed by correspondence with the depositories and should 
be reconciled with the books, using as a basis the schedule of 
outstanding cheques shown by the books. All cash transactions 
immediately prior and subsequent to the closing date should be 
carefully scrutinized for fraudulent or irregular entries. It will 
frequently be found that the cashbook has been held open for a 
day or two after the closing date in order that additional receipts 
may be recorded so as to indicate a larger cash balance than was 
actually in bank. The accountant should, of course, adjust any 
such entries in preparing his statements. 

Most companies of a moderate size make a contract for the sale 
of their entire output with a sales company. The sales company 
furnishes a monthly account current giving the numbers of the 
cars sold, the weights and the selling prices. The account current 
for the month prior to the date of the balance-sheet should be 
compared with the car records of the company in order to ascer- 
tain whether any cars were mined and in transit but not invoiced 
on the last day of the fiscal period. Cars mined but not invoiced 
should be valued at cost aiid inventoried in the balance-sheet. 
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If the company maintains its own sales force, the sales book and 
car records should be compared for at least ten days prior to the 
date of the balance-sheet. The accounts receivable should be 
examined as to age and collectibility and the larger accounts 
should be confirmed, if possible. 

Inventories of mine supplies and store merchandise should be 
verified as thoroughly as possible, both by physical inspection and 
by examination of prices. 

Examination of the plant and equipment accounts may be 
confined to a scrutiny of additions to the accounts during the 
period under examination. This will reveal any tendency to 
inflate the profits by charging revenue items to capital accounts. 
The accountant is not directly interested in the final valuation 
of the plant, as the engineer is responsible for those figures. A 
convenient method of quickly verifying the plant and equip- 
ment balances is to secure from invoices the unit cost of items 
making up the asset account and to multiply it by the number 
on hand to see if the resulting figure approximates the balance 
shown. It is possible to use this method with accounts such 
as mine cars, mining machines, mine locomotives, houses, fans, 
live stock, etc., providing the units are of standard make and 
size. 

If the company leases its mineral lands from a development 
corporation, a copy of the lease should be examined and its terms 
noted. Leases of this nature generally contain two provisions for 
rental—first, a royalty rate per ton and, second, the minimum 
rental by the month. If sufficient coal is not mined during any 
month to earn the minimum rental, the amount unearned may be 
recovered during a subsequent period when more coal than the 
minimum is mined. Thus, if a lease provides for a minimum 
rental of $400 a month and a royalty rate of 10 cents a ton, and the 
company mines 4,000 tons or more in one month, it has earned its 
minimum royalty. If only 3,500 tons are mined during a month, 
the royalty earned will amount to only $350. But, since the 
minimum monthly rental is $400, the difference between the 
royalty earned and the royalty paid is charged to unearned roy- 
alty. The amount of the royalty unearned is carried as a deferred 
asset in the balance-sheet. 

In examining the liabilities, the auditor should be sure not only 
to verify the liabilities of record but to make a careful search for 
unrecorded and contingent liabilities. 
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The notes payable should be confirmed by correspondence. 
Holders should be asked to state whether any security is held 
against the notes or not. 

The accounts payable on the books should be compared with 
statements received from creditors. Invoices entered subsequent 
to the audit date should be examined to see if any of them apply 
to the prior period. The auditor should see that all royalty due 
and unpaid is recorded on the books. Accrued accounts payable 
such as payrolls, taxes, etc., should also be verified and recorded 
on the books. 

A thorough analysisof surplus should also be made to show what 
distribution has been made of the profits for the period under 
examination. The auditor should carefully read the minute-book 
of the corporation and note any action of the directors which has 
affected or may affect the assets or liabilities of the corporation. 

In examining the profit-and-loss accounts, the auditor should 
not spend unnecessary time in the inspection of expense vouchers, 
verification of postings and footings and similar work. Rather he 
should scrutinize expense accounts as shown by the ledger, and 
investigate only the items which appear to be questionable. It 
should be remembered that a large volume of work must be com- 
pleted within a relatively short time and that the client is inter- 
ested in the actual results rather than in small details. 

Depreciation and depletion reserves should be carefully ex- 
amined. It will frequently be discovered that excessive provision 
for depreciation has been made and that thereby the profits have 
been correspondingly reduced. The writer recently examined the 
accounts of a company which had made the following charges to 
depreciation account: 


ASR ys $23,720 ae $9,870 
a 24,087 AS oa 64 a5 04 9,905 


The fixed assets of the company had increased slightly each year 
and operations had been carried on at a normal rate for the entire 
period. When inquiry was made as to the reason for the extreme 
fluctuations in the rates, the writer was informed that during 1918 
and 1919, the company had made large profits but in 1920 the net 
income had greatly decreased, and in 1921 the result of operations 
for the year was a loss of $10,000. Manifestly, profit-and-loss 
statements prepared on the basis of book figures would not cor- 
rectly reflect the operations for the period. In examining com- 
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panies whose mines are in the same field and are operated under 
the same general conditions, the writer has adopted a policy of 
adjusting all book depreciation figures to normal rates as deter- 
mined after consultation with several mining engineers. Profit- 
and-loss statements of the companies examined can then be com- 
pared more equitably. I believe that this is a satisfactory method 
to pursue in examinations of this nature. Comparative state- 
ments prepared to conform to book records may be misleading. 

If there is a leasehold account on the books, it will be necessary 
to verify depletion charges and reserves. It will be found that 
depletion is generally calculated at a fixed rate per ton of coal 
mined, based on the estimated recoverable tonnage in the mine. 
The proper method of verifying depletion charges is to secure a 
copy of the engineer’s report and base all calculations on the ton- 
nage figures contained therein. 

The auditor should make a thorough test of the tonnage 
records of the company. Royalty payments and depletion charges 
both are based on tonnage. If the company sells all its coal 
through a sales agency, it is possible to compare the monthly ac- 
count current of the agency with the tonnage book. The copies 
of the weight certificates of the railroad companies may be com- 
pared with the shipping record. If the company sells direct to 
consumers, the sales-book weights should be compared with the 
shipping record on way-bills of the railroad company. A sub- 
stantial test of these records should be made covering the entire 
period under examination, and a summary of tonnage mixed and 
shipped by years should be prepared. 

Individual audit reports of all companies examined should be 
prepared and with them the following statements should be sub- 
mitted : 


1. Balance-sheet as of closing date of period under examina- 
tion. 

2. Comparative statement of profit and loss by years for the 
period examined, showing costs per ton. 

3. Analysis of surplus for the period under examination. 

4. Summary of plant and equipment accounts (for comparison 
with engineer’s figures). 


Consolidated statements including the figures of all companies 
examined will be desired by the client and should be submitted 
with the other reports. 
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Any unusual circumstances discovered in audit of one or more 
of the companies under consideration should be promptly reported 
to the client, in order that he may decide whether the work is to 
continue as originally planned or not. The auditor can render a 
real service to his client by preventing unnecessary expenditure of 
time and money on companies whose financial conditions are hope- 
lessly involved. 
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Modern Tendencies in Accounting Practice* 
By J. O. McKINsEy 


To comprehend clearly the present trends in accounting prac- 
tice it is necessary to understand the past developments in ac- 
counting and to see how the accounting profession has reached its 
present position of influence. The present trends are largely the 
result of influences which had their origin many yearsago. ‘These 
trends are influenced to a considerable extent by the conditions 
under which the profession of accounting was first established. I 
shall ask you, therefore, to bear with me while I sketch very briefly 
the development of public and private accounting practice during 
the past half century. Much of what I shall say is already famil- 
iar to you, but I think it worth while to remind you of certain 
significant facts which it is desirable for you to have in mind that 
you may better understand what I wish to emphasize in the latter 
part of this discussion. 

There is much mystery concerning the historical development of 
accounting. Although some form of records have been kept by 
business men since primitive times, it is fairly clear that modern 
accounting had its origin in England. At least it was there that 
public accounting first developed into a profession. There is some 
historical evidence to the effect that the first auditors were rep- 
resentatives of the government who listened to reports of govern- 
ment officers concerning the operations of these officers during 
past fiscal periods and gave approval if they thought the reports 
correct. Gradually these auditors began to examine the records 
of those who were reporting to them to see that these records 
agreed with the reports. It was thus that the term “‘auditor”’ 
came to be applied to those who have now become primarily in- 
spectors of accounts. 

Later private auditors commenced to investigate the records 
and report on the financial condition of private concerns. We do 
not know the details of how this development came about, but we 
do know that the practice of the first public auditors was confined 
largely to the investigation of bankrupt companies for the benefit 
of creditors and court. Gradually the public auditors or ac- 
countants, as they came to be called, began to investigate com- 





* An address delivered before the Indiana Society of Certified Public Accountants. 
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panies for the benefit of prospective investors, creditors and 
governmental agencies. We are not interested here in the details 
of this development but it is important for us to see that the pri- 
mary objective of the public accountant in the early days of the 
profession was to prepare accurate reports concerning the financial 
condition of the business for the use of those who were external to 
the management of the business. 

Although we have little information concerning the develop- 
ment of private accounting during this period, except that which 
we can obtain from the literature written at this time, it is fair to 
assume that it was influenced very largely by the work of the 
public accountants. More and more the records of companies 
were developed so they would provide the information desired by 
the public auditors. Thus we see that both the public and the 
private accountants in the early days of the profession in England 
were interested primarily in the construction of records and the 
preparation of reports which would provide information for the 
use of those who were not primarily interested in the administra- 
tion of the business. 

Public-accounting practice had its origin in the United States 
about 1880. It did not have a very rapid development until after 
1895. Its real growth came after 1896 during the period when 
large corporations were being developed and constant appeals 
were being made to investors and creditors for funds to operate 
these corporations and to provide funds for their continuous ex- 
pansion. 

Both commercial and investment bankers urged with increasing 
insistence that they must be supplied with competent information 
before they would supply funds for financing business organiza- 
tions. All are familiar with the work of the American Bankers’ 
Association and the National Association of Credit Men. It is 
instructive to note that these two organizations did not interest 
themselves intensively in this subject until after 1895. 

This attitude of investors and credit associations led to an in- 
creased demand for the services of the public accountant. The 
public accountant got his second lease on life after the passage of 
the income-tax law of 1913. He received an additional boom after 
the passage of the excess-profits and the war-profits tax laws. 
Although the public accountant in the United States since the 
early days of the profession has rendered a multiplicity of services 
to business men, it is clear that the profession owes its growth 
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largely to the demand for information by those external to the 
business. 

The growth of private accounting in the United States has 
paralleled the growth of the public-accounting profession. A 
quarter of a century ago most firms had a bookkeeping depart- 
ment which was under the supervision of the treasurer or secre- 
tary of the company. Gradually the bookkeeper has developed 
into a chief accountant or general auditor and in many cases he 
has won his independence from the secretary and treasurer and 
has been given the right to report directly to the president or 
general manager. During the past ten years the chief accountant 
or general auditor has, with increasing frequency, developed into 
a controller who has become one of the chief executives of the 
organization. While the bookkeeper of a quarter of a century 
ago confined himself largely to the compilation of financial data 
to be used in the collection and payment of debts and the prepara- 
tion of simple statements of profit and loss and balance-sheet for 
the use of investors and creditors, the controller has become an 
investigator, advisor and guide of the operations of his company. 

For many years private accounting practice lagged behind the 
development of public practice but in the past ten years the pri- 
vate accountant has in many cases gone beyond the public practi- 
tioner in the variety of work he performs and the importance of 
his duties and obligations. As indicated above the controller 
now performs a multiplicity of duties in the large organization. 
It is impossible to state definitely what the duties of a controller 
should be. It is my opinion that typically he should have juris- 
diction over accounting, budgeting, statistics, methods and stand- 
ards and organization problems. In some corporations the con- 
troller has a separate division in his office responsible for the 
administration of each of the foregoing groups of activities. 

The development of the controller function is gradually having 
an effect upon the work of the public accountant. He is more 
and more being called upon to expand his activities and to give 
advice and counsel to his client on all the matters over which the 
controller has jurisdiction. At one time the public accountant 
thought his duty was fulfilled when he presented to his client an 
accurate balance-sheet and statement of income and expense 
accompanied by his certificate. The performance of this task is 
still an important function of the public accountant and will 
always remain so, but the accountant has found during recent years 


301 








The Journal of Accountancy 








that his clients value his services most when he can interpret these 
statements to them and offer suggestions concerning the action 
which these statements indicate should be taken. The client is 
no longer satisfied to receive the figures alone. Just as he expects 
his controller to interpret to him the data he presents periodically, 
he expects the public accountant to interpret the data he presents 
and to offer suggestions and advice based upon the broad experi- 
ence which the public accountant gets by investigating the opera- 
tions of many different organizations. The public accountant 
frequently finds that he is asked for advice by the controller con- 
cerning the activities over which the controller has jurisdiction. 
It is natural, as the controller has become interested in establish- 
ing a statistical department or in working out budgets for an or- 
ganization, that he should ask the public accountant concerning 
the experience of other concerns with these administrative de- 
vices. So the public accountant has been forced to take an in- 
creasing interest in management matters and to broaden the scope 
of his activities. 

This tendency has been facilitated by the work the public ac- 
countant has done with reference to income-tax matters. When 
the public accountant was primarily an auditor he frequently did 
not have very intimate or close contact with the major executives 
of the organization he served, but when he commenced to give 
advice to hisclients concerning income-tax problems he was dealing 
with matters which were vital to all of the officers and executives 
of the company. Consequently he was led into conferences and 
intimate contact with officers and executives. They soon learned 
to value his advice and to know that he was able to give them 
many valuable suggestions based on his broad professional ex- 
perience. It was natural, therefore, for the executives to com- 
mence to consult with the professional accountant concerning 
other than strictly accounting matters. The public accountant, 
therefore, has become more and more a counselor and advisor to 
his client. 

Another factor which has influenced the work of the accountant 
is the increasing tendency of investment bankers to request from 
those who are offering stocks and bonds for sale more comprehen- 
sive information than that which is provided by the auditor’s 
report. These bankers have learned that the management of the 
company is as important a factor as is its financial condition. 
They endeavor, therefore, to obtain information concerning the 
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policies, organization and management methods of their pros- 
pective clients. Since the public accountant has long been pre- 
senting to them auditors’ reports and discussing with them the 
financial condition of their client, it is natural that they turn to 
him to provide this information. Consequently the public ac- 
countant has commenced to broaden his investigation of com- 
panies which are seeking additional capital and this has led him 
into many lines of activity which would have been thought quite 
foreign to the work of the public accountant a quarter of a century 
ago. 

We can see, therefore, two distinct tendencies in accounting 
practice: first, the development of private accounting practice to 
the point where there is a controller who has jurisdiction over a 
wide range of activities in addition to those of a strictly account- 
ing nature; second, the development of the work of the public 
accountant so that he assumes responsibility for advising his client 
concerning those activities over which the controller may rightly 
exercise jurisdiction. 

I wish to emphasize this relationship between the work of the 
public practitioner and the work of the modern controller because 
there has been some tendency during the past few years for the 
public accountant to expand his activities into fields into which 
in my judgment he should not properly go. We are all familiar 
with the unknown accountant who over-night has blossomed out 
as a well-known industrial engineer. Many such were able 
during the prosperous years following the war to make incomes 
which were far beyond their highest dreams in the days when they 
were only accountants. Some of these have held themselves out 
as willing to give advice and counsel on all matters relating to the 
administration of any department of a business. I think that we 
are all willing to admit that no one can be an expert iz al! fields of 
business activity. The professional lives of all of us are too short 
for us to become competent to advise our clients on ail maiters. 
Although I think we should recognize that the work of the public 
accountant should not be restricted to that of the former auditor, 
it is proper and wise that we recognize reasonable limits for our 
professional activities. I suggest as a probable solution of this 
problem that as practitioners we may properly advise and counsel 
our clients on any matter which may properly come within the 
jurisdiction of the controller. This means that we may offer our 
services to our clients in accounting, statistical, budgetary and 
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organization problems. I think we must admit that this offers us 
a field that is sufficiently broad to be a challenge to the thinking of 
all of us. The problems which arise in the establishment and use 
of budgets alone are sufficiently varied and complex co tax the 
abilities of the most capable members of the profession. 

Although the most important trend in accounting from my 
point of view is the broadening scope of the activity of the ac- 
countant, which has been outlined, there are other tendencies 
which are significant. Among the most important of these is the 
increasing tendency towards the establishment of small account- 
ing firms composed of a few partners, who limit their activities to 
one locality. I have been particularly interested in noticing, 
during the past few years, the number of young men who have 
commenced to practise on their own account after serving a rea- 
sonable apprenticeship with some established firm. There are 
hundreds of accounting firms, of which we rarely hear, which are 
doing creditable and useful work. There is scarcely a week that 
I do not hear of some firm in my home city concerning which I had 
not previously known. This tendency is also shown by the extent 
to which young men are beginning to practise in small cities. 
There is scarcely any city of reasonable size in which you will not 
find one or more public practitioners. This tendency will in- 
crease the intimate relationship between the accountant and his 
client which, we have already seen, has been encouraged by the 
broadening scope of the accountant’s duties. Ina large account- 
ing organization it is impossible for the partners in the firm to 
have intimate contact with all their clients. In many cases the 
work of a client must be left to staff men. Although these men 
may be very capable they cannot represent their firm in the same 
way in which the partner does. In the smaller firm the partners 
usually have direct supervision of all engagements and this brings 
them in intimate contact with their clients. This encourages the 
client to consult the accountant concerning many of his important 
problems. 

It is recognized, of course, that there is now and will always be 
need for some large accounting firms with widely distributed 
branches which will serve the needs of those large corporations 
which have widely distributed units of organization. It is not 
intended that anything said in this discussion shall in any way 
cast reflection upon the excellent work done by some of these 
organizations. It is only desired to recognize that the trend of 
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the future will be toward the establishment of the local firm rather 
than the establishment of additional numbers of these large or- 
ganizations. 

The present tendency also brings about the practice of employ- 
ing the accountant on a retainer basis. This plan has long been 
followed in the legal profession and has promoted an intimate 
contact between the lawyer and his client. I think that this re- 
lationship offers much promise for the public accountant. If he 
is retained by his client on a yearly basis and studies his client’s 
problems month by month, he soon becomes intimately acquainted 
with the operations and problems of his client’s organization and, 
therefore, offers more valuable advice and counsel than if he comes 
in contact with the organization once a year. The client by this 
plan is able to obtain the advice of a man who knows his business 
intimately and who can also bring to him the experience he has 
gained by contact with many other organizations. It can be 
easily seen that the professional accountant can give to his client 
in this manner a service the client can not possibly obtain from 
his controller whose experience is usually limited to one organiza- 
tion. I prophesy that the time is not far distant when account- 
ants both public and private will be members of boards of direc- 
tors in the same manner in which lawyers are now employed in 
this capacity. This will naturally raise the question whether an 
accountant holding the position of a director can properly audit 
the company which he thusserves. I think there is doubt of the 
advisability of his doing so. 

The change in the relationship between the client and the pro- 
fessional accountant gives rise to a problem of considerable signifi- 
cance concerning the basis of compensation for the accountant’s 
service. It seems long to have been the practice of members of 
the accounting profession to charge for their services on a per- 
diem basis. When the accountant was performing primarily an 
auditing service this was a satisfactory basis. He depended for 
his returns largely on the profits he made on the services of those 
he employed on his staff. When the accountant offers his own 
services to his client as a counselor and limits the number of staff 
men he employs, it becomes increasingly difficult for him to fix his 
compensation on a per-diem basis. There becomes an increasing 
need for him to base his compensation on the value of the service 
rendered rather than on the amount of time spent in rendering the 
service. It is not difficult to see that the professional man acting 
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as a counselor to his client can offer advice which may be very 
valuable indeed and for which he may properly charge an amount 
which would seem unreasonable on a per-diem basis. I believe 
that there is an increasing tendency and an increasing need for the 
professional accountant to break away from the per-diem basis of 
charging for his services. I think this will have two beneficial 
results: First, it will enable the accountant to secure proper com- 
pensation for his services without the necessity of building up a 
large organization or establishing a number of branches. Second, 
it will enable the accountant to base his compensation on the value 
of the service rendered and to some extent on the ability of the 
client to pay. It has long been the practice of other professional 
men to consider the ability of their clients in determining the 
amount of their compensation. I think the accountant is justified 
in doing the same thing. If he follows this plan it will enable the 
well trained accountant to give competent advice to many small 
organizations which are not able to pay him an amount equivalent 
to what he may properly charge the larger organization. The 
physician and lawyer often render service to the one in need who 
can not compensate them in proportion to their ability. It seems 
very much to be regretted that the professional accountant can not 
to some extent take the same attitude. It seems regrettable that 
a small organizationcan not obtain professional advice except from 
the young and untrained or the incompetent professional man. 
This plan will also enable the professional accountant to render 
public service more freely than he feels able to do in many cases 
at present. 

I am not arguing here for the contingent fee or that the ac- 
countant should regard his work primarily from the monetary 
point of view. I do believe, however, if we hold ourselves out as 
competent to give advice to business executives as to how they 
may increase their profits, that we should show that we are com- 
petent to administer our own affairs so that we can obtain reason- 
able compensation for our own services and that it is not unbe- 
coming in a professional man to try to make his income as large 
as is consistent with the service rendered and the ideals and ethics 
of the profession of which he is a member. 

Another trend in accounting practice which is exceedingly in- 
teresting is the increasing emphasis on the educational training of 
those who enter the profession. I think it is unfortunate that in 
the early days of the development of public-accounting practice it 
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was regarded as necessary for the future practitioner to receive all 
his training by the apprenticeship method. The accounting pro- 
fession has not established as high educational standards for ad- 
mission of candidates for the certificate of certified public account- 
ant as the other well known professions have established for 
admission to practice. I think the time will come when we shall 
require of every candidate for the C. P. A. certificate not only a 
certain amount of educational training in academic subjects but 
also a certain amount of formal training in accounting and re- 
lated matters. The increasing interest of professional firms in 
graduates of collegiate schools of business and the increasing in- 
terest of some of the state societies and of the American Institute 
of Accountants in the development of accounting education 
indicate that the trend towards the ideal situation which I have 
suggested is very definite. 

Finally, there is a distinct tendency for the accounting profes- 
sion to practise the rules of ethics and to follow the customs of 
good fellowship and fair dealing which are characteristic of a 
dignified profession. More and more accountants are ceasing to 
advertise their wares, solicit clients, seek the business of competi- 
tors and do the other questionable acts concerning which there has 
been so much discussion in the past. The leaders of the profes- 
sion are adopting as their motto, ‘‘In case of doubt, don’t.” 
More and more those who are established in the profession are 
lending a helping hand to the struggling beginner. It has long 
been a cherished tradition of the legal profession that the success- 
ful practitioner will open his library, his files, and even his store of 
knowledge and experience to the attorney just entering the pro- 
fession. May we not hope that a similar tradition may soon 
characterize our profession also? The way of the beginner in a 
profession is difficult at the best. If we lend him a helping hand 
we assist to eliminate the temptation for him to seek clients 
by doubtful means. So working together we can increase the 
respect and confidence of the business man in our profession 
which will result in larger returns to all of us both financially and 
professionally. 

To summarize, I have tried to indicate the following trends in 
accounting practice: 

First, the broadening of the scope of the duties of the private 
accountant to embrace the activities which are now typically 
placed under the controller, who should be one of the five or six 
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major executives in the typical organization and should control a 
homogeneous group of activ:ties involving the collection and 
presentation of accounting and statistical data concerning past 
operations and offering advice and counsel concerning the future 
plans and policies to be based on this information and also offering 
advice concerning the organization and procedures through which 
these plans and policies are to be made effective. 

Second, the development of the work of the public accountant 
to include all those activities which may rightly be placed under 
the jurisdiction of the controller. This of necessity leads to the 
accountant’s becoming more and more a counselor and advisor. 

Third, the trend toward the establishing of smaller units for the 
practice of public accounting and the limiting of the work of the 
public accountant to his local community in the same way in which 
the work of the physician and lawyer is limited. 

Fourth, the tendency toward the employment of the account- 
ant on a retainer basis where he renders continuous service to his 
client. 

Fifth, the tendency towards compensating the accountant on 
the basis of the value of the service rendered and the ability of the 
client to pay, rather than on a per-diem basis. 

Sixth, the tendency to place more value upon the educational 
training of the public accountant and the probability that in the 
not-distant future educational requirements in the nature of both 
academic and professional training will be established for appli- 
cants for the certificate of proficiency in accounting and for ad- 
mission into professional associations. 

Seventh, the tendency of members of the profession to follow 
more strictly its code of ethics and rules of professional con- 
duct and to seek advancement by codperation rather than by 
competition. 

I believe all these tendencies are real and enduring and that 
their continuance will result in a never-ending improvement in the 
great profession of which we all are proud to be members. 
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Accountancy and the Tax Problem”* 


By J. Percy GoDDARD 


It is necessary that the principles and methods which make for 
success in private business be more generally adopted in public 
affairs. For some reason the idea seems to be prevalent that 
public business is something different from private business and par- 
ticularly that wholly different methods of accounting are required 
in public offices. The absurdity of this idea will be apparent if we 
consider the activities carried on by municipalities which are 
also conducted as private enterprises. Examples are found in 
the building and maintenance of roads, the construction and 
maintenance of office buildings and of water systems, together 
with the operation of schools, hospitals, electric plants and auto- 


mobile repair shops. 

On this question the following pertinent statements are con- 
tained in a Handbook of Municipal Accounting prepared by the 
bureau of municipal research of New York. 


The citizen and the officer of the public corporation are entitled to the 
same completeness, the same accuracy, the same lucidness of statement 
about public affairs as are the shareholder and officer of the private enter- 
prise. In each case the persons to whom the facts are to be made known 
are those who hold a beneficial interest or a position of trust and respon- 
sibility. 

The historic reason for the statement that the accounting of a city is 
“entirely different’ from that of a private corporation is this: that hereto- 
fore few cities have maintained any accounts other than those which are 
required in order to keep the officer out of jail. Practically no accounts 
have been kept pertaining to subjects in which the officer as administrator 
and the citizen as beneficiary are interested. Few cities have kept accounts 
of property, stores, equipment. Few cities have a complete account of 
their liabilities. Few cities keep operation or cost accounts. Few cities 
attempt to keep operating data which will enable the citizen or the officer 
to know what results are being obtained or to obtain information by means 
of which the efficiency or economy of management may be measured. 
For this reason many persons who have grown up in the municipal service 
have thought that the occupation of the municipal bookkeeper has nothing 
in common with what has been too often called “ commercial bookkeeping.’ 
The fact is that everything of interest to the community has been left 
out of the picture. 


It is certain that no private business in these days of keen com- 
petition could possibly succeed with as imperfect and inadequate 
records as those kept by most of our municipalities. Some of the 
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loose and unbusiness-like methods which I shall describe will 
probably seem so crude that many will find it difficult to believe 
that they are common, but my experience of thirteen years in the 
public-accounting field convinces me that such conditions are 
more nearly the rule than the exception, and I have good reasons 
to believe that our conditions in Utah are not one whit worse than 
in other states. 

Executive and administrative officers are often themselves 
misled by untruthful statements furnished as a result of faulty 
accounting methods and the taxpayer who places reliance thereon 
is also misled. 

A few years ago an outgoing administration in one of our larger 
counties published a financial statement showing a small operating 
balance on hand at the close of the year and I have no doubt that 
the outgoing officers congratulated themselves upon the showing. 
The actual condition, later revealed through an audit of the ac- 
counts, was an operating deficit of over $300,000. 

The system employed had been the common one of taking no 
obligations into the records until they were paid; consequently it 
develeped that there was outstanding indebtedness incurred but 
not set up on the books amounting to about $200,000. This 
amount became a disbursement of the incoming administration. 
Committees of taxpayers must be careful to take conditions like 
this into account in making comparisons. 

It was further found to have been the custom of the county to 
take into its revenue account not only the amount actually re- 
ceived, but to include therein the amount estimated to be realiz- 
able from taxation and other sources. In this case more than 
$100,000 of uncollectible revenue had been taken on to the 
records and the amount had already been spent. The setting up 
of the liabilities and the writing off of the uncollectible receivables, 
of course, resulted in showing a deficit of over $300,000. 

The next administration adopting different methods appeared 
to have run the county far into the hole, whereas it merely in- 
herited the condition from its predecessors. Figures published 
for political effect are often very misleading because of such 
inaccuracies in the accounts. 

Again, municipal financial statements are sometimes misleading 
in that amounts which should be set up as separate trust funds, 
reserved for specific purposes, are included with operating-fund 
balances. The result is misleading in that a much better financial 
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condition of operating funds is made to appear than would be 
shown by a correct statement. 

Attempted comparisons in receipts and expenditures as between 
years or administrations, or as between municipalities of the same 
class, are often rendered valueless, if not altogether misleading, by 
variations in the classification or grouping of items. Standard 
and uniform classifications in accounts are of utmost importance 
to any individual or body of citizens that undertakes a study of 
public finances, yet such standard and uniform classifications are 
wofully uncommon. 

It is obvious that only like things can be properly compared and 
yet when making comparisons of published municipal reports 
because of lack of uniformity of classification we are seldom com- 
paring like things. 

Two publications in our state commented on a marked contrast 
in the per-capita operating costs of two out-county school dis- 
tricts. The one was praised for its economy; the other criticised 
for apparent extravagance. It later developed that the high dis- 
trict had been carrying out a much needed building programme 
and the cost of new buildings had been erroneously included in 
operating costs. If the same methods are followed, this year is 
likely to show a reversal in the relative expenditures of these 
two districts. This sort of failure to differentiate between in- 
vestments in buildings and equipment and strictly operating 
and maintenance costs is a very common defect in public ac- 
counts. 

Not only are municipal accounts frequently misleading to ad- 
ministrative officers and taxpayers, but they are frequently 
almost valueless as a guide to budget construction on account 
of inadequate or improper classification of revenue and expense. 
The records of revenues and expenses of past years should be of 
great importance in determining future requirements, but if the 
accounts are not thoroughly classified and departmentalized they 
are of little use for this purpose. 

However, the most important evil and danger in the lax and 
slipshod accounting and in the unbusiness-like methods employed 
in many public offices is that they invite the embezzlement of 
public moneys and other property and, consequently, loss to the 
taxpayer. Few people realize the astonishing proportions to 
which this class of crime has grown in our country during the past 
few years. The most trustworthy estimates available conserva- 
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tively place the annual losses from embezzlements and forgeries 
in the United States at $200,000,000. 

There is no greater social problem confronting the people of our 
country today than that created by the increasing crime tendency, 
but our attention is largely attracted to the more spectacular 
forms of crime often characterized by violence, and the frequency 
of crimes within the ranks of those engaged in public and private 
business is not often brought home to us. 

Fidelity-insurance premiums paid in 1923 were practically three 
times what they were in 1917 and losses paid were practically four 
times in 1923 what they were in 1917. One large surety company 
reports under date of June 16, 1924, that it “is today handling 
twenty-five fresh defalcations every working day as against thir- 
teen two yearsago.”” B.J. McGinn, manager of the claim depart- 
ment of the American Surety Co., recently declared that accord- 
ing to the statistics of his company ‘“‘there are more defalcations 
at the present time than at any other time in the history of the 
company, dating back over a generation.” 

From a recent publication of the American Institute of Ac- 
countants I quote: 


An abnormal crime tendency undoubtedly exists—a tendency which 
imposes stupendous and unnecessary losses upon the producing members 
of the community and which strikes at the very foundations of society. 
Every right-thinking citizen, particularly every citizen who is technically 
trained with respect to financial affairs, should immediately do what he 
can to stem the rising tide of crime. 


I have not available figures to show the proportion of the em- 
bezzlement losses that occur in public offices, but without doubt 
the percentage is relatively large, and of this I am certain, that the 
number of thefts that occur and go undiscovered is dispropor- 
tionately large in public offices. There are plenty of people who 
seem to think it is all right to steal from the government if they 
can get away withit. Then again, only a small part of our public 
accounts is subjected to such scrutiny as will reveal dishonesty 
where it does exist; and even where examinations are made by 
most competent auditors it is often found that the records are so 
incomplete and the system of handling funds is so crude that it is 
not possible to prove such thefts of cash or other property as the 
auditor strongly suspects. Even where safeguards exist for the 
protection of cash we often find that no record is kept of valuable 
property after its original purchase. For example, I have ob- 
served instances where surveyors’ instruments, guns, automobile 
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tires and other kinds of property had disappeared, nobody knew 
where. Nocheck is made in many cases to see whether these and 
scores of similar items are accounted for or not. 

There are numerous instances in which no satisfactory audit has 
been possible, and in several cases I have found shortages in funds 
but have been unable to place the responsibility therefor because 
of the deplorably lax methods in use. Some of the conditions 
which accountants meet with in public office are almost unbeliev- 
able. 

We have found cases where for a period of years treasurers have 
made no reconciliation between their books and the accounts of 
the banks in which their funds were carried, and in some cases 
there had been one or more changes in treasurership without any 
adequate reconciliation having been made. We have seen cases 
where the methods employed were such that serious shortages 
might have occurred in such a way that, even if discovered, it 
would have been impossible to determine which of two or three 
administrations or which of two departments was responsible. 

Through lack of any business-like method of receipting for 
moneys collected the auditor is often at a loss to satisfy himself 
that all receipts have been recorded. The taxpayers’ funds are in 
great danger where such conditions exist. I had one strange ex- 
perience with a small town whose treasurer had deposited twelve 
hundred dollars of sinking funds in savings accounts and had 
failed to tell his successor about it. The successor did not 
become informed of the accounts from anything he found in the 
records, so they were lost until a special audit was made. Then it 
was found that the small-town bank had written the accounts off 
into profit-and-loss. I trust you will believe me that there is 
laxity in municipal accounts. 

Next, what is the remedy for these evils? 

Naturally one recognizes the need for selecting more competent 
public servants, but I find that Socrates complained that in his 
time men were selected for public office without reference to their 
fitness, so I despair of any revolutionary change in this direction 
during my lifetime. 

Two things are needed; one is the installation of adequate 
systems of accounts and modern office methods such as are in use 
in private business. Such methods, as compared with the old, 
furnish more information and greater safeguards with a minimum 
of cost and effort. The second thing needed is, after improved 
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methods have been introduced, that this work shall be followed up 
with such competent supervision and such thorough examinations 
as will guarantee satisfactory operation, even by the least qualified 
office holder, of the systems introduced and will have the effect of 
restraining unscrupulous public servants. 

Two methods, at least, for the accomplishment of these results 
are being tried. 

One is to assign to some state department the responsibility of 
supervising municipal accounts in the state, with the object in 
view of standardizing accounting methods and of providing for 
periodic audits or examinations. The other method, which is still 
an experiment in Utah, is to require municipalities within the 
state to employ competent accountants to audit their accounts 
periodically. 

It appears that the first of these methods should be the more 
economical but the important consideration is whether or not it 
will accomplish the desired results. In the first place the whole 
matter is placed in the hands of a political appointee who may or 
may not be competent for this important and enormous job. In 
the second place, even if by good fortune a big, able man is selected, 
the chances are ninety-nine to one that no such appropriation will 
be made as will permit the employment of the amount or kind of 
help that will be required to do so big a job satisfactorily. The 
result will be that after the first year or two the so-called audits 
will degenerate into mere perfunctory examinations. A few addi- 
tional names will have been added to the state’s payroll with very 
little good accomplished. 

We are experimenting with a new law in Utah, which was passed 
by the last legislature largely through an organized effort of tax- 
payers. I am frank to admit that its operation is still an experi- 
ment, but after nearly two years of the law I believe that the best 
informed, disinterested observers will vote that its advantages 
exceed its disadvantages. 

The statute in question reads: 


ann act providing for the auditing of accounts of cities, counties and school 
istricts. 

Section 1. It shall be the duty of each board of city commissioners 
of cities of the first and second classes, and city councils of the third class, 
and of each board of county commissioners, and of each board of education 
of each school district in the state of Utah, respectively, to have made, at 
least biennially, beginning with the calendar year 1922, by or under the 
immediate direction and supervision of a competent accountant, an audit 
of the accounts of all officers of their respective cities, counties or school 
districts having the care, management, collection or disbursement of 
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moneys belonging to their respective cities, counties or school districts 
as the case may be, or appropriated by law or otherwise for their use and 
a 2. Such audit, for any calendar year, shall be begun not later 
than twelve calendar months after the close of such year, except in cities 
of first and second class the commissioners shall at the end of each year 
cause a full and complete examination of all books and accounts by 
competent accountants. 

Section 3. Copies of all audit reports made in conformity with the 
provisions of this act shall be filed with the county, city or school district 
and a copy thereof filed with the state auditor’s office, and copies of 
reports affecting school districts shall also be filed in the office of the state 
superintendent of public instruction. 

Under the provisions of this law nearly all our counties, cities 
and school districts have been audited, but I am frank to state 
that a number of the so-called audits have not been by competent 
accountants and some of them have been a joke. 

There is a law in our state which makes it a misdemeanor for 
any person to practise without a state license as a public account- 
ant, doctor, nurse, pharmacist, dentist, architect or barber, but 
no serious attempt has been made as yet to enforce the law with 
respect to accountancy. 

Many people have an idea that an audit is merely a check of the 
mathematical accuracy of the books, whereas the fact is that 
the experienced auditor is as much concerned about what is not on 
the books of account but should be there, as he is with what is on 
the books. 

Besides seeing that, as far as he can discover, all revenue is prop- 
erly entered, and that all expenditures have been accounted for 
and have been legitimate and within the law, the experienced 
public accountant investigates such matters as surety and deposi- 
tory bonds and bond sinking funds which are often found to have 
been neglected, sometimes at great injury to the taxpayers. 

Many of the audits have been made by certified public account- 
ants, and where this has been the case great improvements have 
been made in accounting methods. And, by the way, the certified 
accountants did not raise their rates as some predicted they would 
when the law went into effect, and because of the distribution of 
the work among several firms none has made any extravagant in- 
crease in earnings through the operation of the law. 

It is true that complete uniformity in accounting methods has 
not resulted from the work of the experienced accountants, but 
committees of the state association of certified accountants have 
been working on uniform methods and have accomplished a good 
deal in this direction. This movement was also materially aided 
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by means of a conference 6f county treasurers and auditors called 
by the state auditor, at which accounting and other problems were 
discussed. The certified accountants of the state participated in 
the conference and several improved accounting forms were 
adopted for use of all counties. 

A committee of accountants also codéperated with the office of 
the state superintendent of public instruction in the preparation of 
forms of records for use in the school districts of the state. These 
forms have been sent to all districts with the recommendation of 
the state superintendent for their adoption. Often a considerable 
saving is made in the cost of records by having forms stocked in 
quantities by one or more stationers for general use of counties, 
cities or school districts. 

Even though all the municipal audits made under our law have 
not been satisfactory, we still feel that much real improvement 
has already been made in the municipal accounts of Utah through 
the operation of the audit law, and, indeed, that more good has 
resulted than would have been derived in the same length of 
time through supervision under any state department. 

This much is certain, one of the big problems of the taxpayers is 
to see to it that by some means the accounting and the business 
methods in public offices are modernized. You can only accom- 
plish this through an organized effort by the taxpayers. An or- 
ganization of the public accountants cannot initiate such a move- 
ment or they will be accused of purely selfish motives, but I am 
positive that if a taxpayers’ organization in any state will call 
upon the public accountants you will find them ready to codperate 
in the true spirit of public service. 
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Courses in Accounting 


VI 
OREGON INSTITUTE OF TECHNOLOGY 
By Epwarp L. CLARK 


Accounting courses were first organized at the Oregon Institute 
of Technology of the Portland Y. M. C. A. in the fall of 1912, six 
months before the Oregon C. P. A. law was enacted. The insti- 
tute from the beginning had the backing of the practising ac- 
countants of Portland and the first instructor, Arthur Berridge, is 
an accountant of that city. He did all the teaching during the first 
five years of the school. In 1917 a national accountancy commis- 
sion of the Y. M. C. A. was organized, made up of representatives 
of many of the leading Y. M. C. A. accountancy schools of the 
country. This commission worked out both three-year and four- 
year curricula in accountancy, based upon the best available col- 
lege textbooks in the field of accounting,-business law and applied 
economics. 

These curricula have been revised from time to time in order to 
meet the changing needs of accountants, but have from the first 
been guided by this educational motive: to give each student a 
clear understanding and appreciation of the principles and prac- 
tice of business and the highest ideals of personal and professional 
life. With this as a foundation students are given a practical 
vocational education in accounting, with a sufficient number of 
related and cultural courses which will lead to personal develop- 
ment and make the student a professional man, rather than merely 
a technician in accounting. 

The tools used in teaching accounting are carefully chosen text- 
books which develop the subjects logically and carefully, with 
supplementary problem material, graded to meet the students’ 
needs and ability, directed by an instructor who has had that 
training which experience brings. All the accounting instructors 
in the school are men who have passed the C. P. A. examinations 
in Oregon and many are engaged in public-accounting practice. 
With this method of instruction and this quality of instructors, the 
institute has been unusually successful in preparing men for pro- 
fessional accountancy and for positions of auditor, comptroller, 
and similar offices in corporations and other business institutions. 
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More than one-third of the men who have passed the Oregon 
C. P. A. examinations have been trained by this school. 

During the past few years we have been trying to emphasize 
accounting education as a fundamental part of a training for 
business administration and industrial management, instead of 
restricting it to preparation for professional accountancy. We 
expect that as many of our students as are personally qualified 
will go into accountancy, but at the same time we recognize that 
many of them will be more successful as managers and minor 
executives in industry and that openings in such positions are 
more numerous. 

The institute is so convinced of the value of an accounting 
education that one semester in accounting is required in the engi- 
neering curricula and one year’s course is required of all students 
seeking a degree in business administration. Most students in 
business administration take at least two years in accounting. 
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EDITORIAL 


Whatever may be the opinion in the 
public mind as to the value and effec- 
tiveness of the league of nations, every- 
one must admit that many of the labors initiated by the league 
and its various agencies contain promise of desirable reforms. It 
has been alleged that the league deals in pure theory; and to some 
extent this no doubt is true, but it is axiomatic that practice to be 
effective must be preceded by theory. If the theories enunciated 
by the league of nations are followed by effective administration, 
shall we say that the league has been useless? The prevention of 
war, great and urgent as is its need, is not the only function before 
the league. All that makes for the comity of nations and the 
closer relationship of peoples is a proper subject of study and rec- 
ommendation by the league. Even the most bitter enemies of the 
league itself will admit at least the theoretical potency of such an 
organization in a day in which there is arising from all men every- 
where a cry for lasting peace. The things which make for war are 
chiefly misunderstanding of one by another whether the parties be 
nations or individual men. All this is largely truism. Indeed, 
the obviousness of the thesis is one of the reasons for the disrepute 
into which activities and aspirations of the league are falling. 


Where the League 
Functions 


One of the vital concerns of the whole 
civilized world today is the proper in- 
cidence of taxation. The tremendous 
burden of liability following in the wake of war has made it more 
than ever important that the weight of impost should be distrib- 
uted as equitably as possible. Taxes there must be, but any in- 
justice or unevenness if the allocation of the burden should be 
avoided at all costs. Most of the chief companies engaged in 
finance, commerce and industry and many of the smaller ones as 
well operate in so great a variety and so wide a scope of inter- 
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est that they may almost be described as essentially international. 
A corporation whose head office is in New York may have 
branches in London, Paris, Berlin, Rome and a score of other 
cities. The conduct of business is a proper object of taxation, and 
we find, therefore, that the New York or other American company 
is liable to taxation in a dozen other countries. A company 
having its headquarters in London is widely represented through- 
out the world. And at every branch there isa liability to taxation. 
And this brings us to a condition of double taxation so-called, al- 
though the adjective ‘“‘double”’ is inadequate. In some cases the 
taxation may be manifold. 


The league of nations has concerned 
itself wisely with consideration of this 
vital question of multiple taxation. The 
matter was referred to a financial committee of technical experts. 
The committee pursued its investigations over a somewhat ex- 
tended period of time, and gave ample consideration to the whole 
field of national taxation in its bearing upon international trade 
and industry. The summary of its deliberations is embodied in.a 
document known as F. 207, entitled Double Taxation and Evasion 
of Taxation, and dated February 4th. The report is notable for 
its clarity and avoidance of esoteric technicalities. It is the kind 
of a report which the ordinary man of business can read and un- 
derstand, and with which he will almost assuredly agree. Un- 
fortunately, the press of this country has not given sufficient at- 
tention to the report, which was distributed by the International 
Chamber of Commerce from its Paris office. The report is so 
important that we feel no necessity for apology in presenting the 
following extracts from it: 


The Whole Question 
Reviewed 


I. DouBLE TAXATION 
I. IMPERSONAL TAXES, OR SCHEDULAR TAXEs (Impé6ts réels). 

Generally speaking, the experts recognise that only the state in which the 
source of income is situated is entitled to impose impersonal or schedular taxes. 
They applied these principles in succession to various kinds of income: 

(A) Immovable property (land and buildings); taxes on the actual or pre- 
sumed rental value should be levied by the state where the property 
is situated. 

(B) Agricultural undertakings: as above; 

(C) Industrial and commercial establishments. 

1. When the whole of an undertaking is carried on in one and the same 
country, the income should be regarded as originating in that country, irre- 
spective of the nationalityf[of the owner ofgthe undertaking. 

2. If the enterprise has its head office in one of the states and in another has a 
branch, an agency, an establishment, a stable commercial or industrial organi- 
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sation, or a permanent representative, each one of the contracting states shall 
tax that portion of the net income produced in its own territory. Therefore, 
the financial authorities of the interested states shall be able to request the tax- 
payer to hand in general balance-sheets, special balance-sheets and all other 
relevant documents. 

(a) In the case of shipping enterprises, railway companies, transatlantic 
cables, aerial navigation companies and electrical power undertakings, the prin- 
ciple of division is applicable, in proportion to the profits originating in a partic- 
ular country, provided that there exists in that country a genuine organisation 
(office, agency or branch) in which business is actually carried on and that it is 
not—as in the case of shipping companies for example—merely a question of 
vessels calling at ports. 

Nevertheless, in the case of maritime navigation undertakings, in view of the 
very particular nature of their activities and of the difficulty of apportioning 
their profits, particularly in the case of companies operating in a number of 
countries, the experts admit an exception to this principle; to the effect that the 
tax should, subject to reciprocity, be imposed only by the country in which the 
real estate of measurement and control of the undertaking is situated. 

(b) Insurance companies.—The principle of division also applies to profits 
realised through an insurance agent representing in the same locality more than 
one company. 

(c) Banks.—The same principle of division; excluding, however, operations 
effected by a bank belonging to a specified country in another country, when its 
operations are confined to discounting or to paying over money. 

(d) Mortgages.—The state in which the immovable property is situated 
should alone have the right to levy a schedular tax on mortgages. 

(e) Directors’ fees.—The state, which has the right to levy this tax is the 
state in which the company has its fiscal domicile. 

(f) Earned income.—The tax should be levied in the state in which the trade 
or profession is normally and habitually carried on, subject to the right of states 
to conclude among themselves special conventions to meet the case of persons 
employed in the neighbourhood of a frontier, or engaged in a profession, 
employment, trade which necessitates crossing the frontier. 

(g) Transferable securities, deposits and ‘current accounts. As regards 
interest on: 

(a) Public funds and bonds issued by companies or other legal persons; 

(b) Deposits and current accounts, 
the state in which the debtor is domiciled shall as a rule be entitled to levy the 
schedular tax, but the experts recommend the conclusion of agreements where- 
by (particularly by means of affidavits and subject to proper precautions 
against fraud) reimbursement of or exemption from this tax would be allowed 
in the case of securities, deposits or current accounts of persons domiciled 
abroad, or whereby the tax would be levied either wholly or in part by the state 
in which the creditors are domiciled. 

Public funds include bonds issued by the state, provinces, departments, com- 
munes and by regularly constituted public bodies. 

As regards interest in deposits or current accounts, the debtor should be re- 
garded as the head or branch office which pays the interest. 

The above regulations shall also apply to the various kinds of schedular taxes 
on dividends charged upon shareholders; it being clearly understood that there 
is no reference here to the tax on industrial and commercial profits mentioned 
in para. (c) above. 

(h) Various credits and annuities. As regards interest on credits, other than 
those already considered, and on annuities, the state in which the creditor is 
domiciled shall have the right to impose the schedular tax. 

The definition of ‘‘domicile’’ shall in this instance be the same as that adopted 
for the purposes of the general income tax. 


II. PERSONAL INcomE Tax 

1. The general income tax, i.e., a tax (which may be at a progressive rate) 
charged upon the whole income of a taxpayer, from whatever source derived, 
should, in principle, be imposed only by the state of domicile. 
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2. When for its own reasons a state, other than the state of domicile, finds it 
necessary to impose a general income tax on income arising from a particular 
source or sources in its own country, bilateral conventions should, if possible, be 
entered into between the states concerned with a view to avoiding any double 
imposition caused by taxation of this character. The kinds of income upon 
which the state of origin may impose such a tax include (a) income from im- 
movable property, (b) income from agricultural undertakings and industrial 
and commercial establishments, exclusive of dividends upon shares therein. 

3. The precise method of avoiding double taxation must be a matter to be 
worked out in detail between the states concerned, having regard to the cir- 
cumstances and nature of the respective fiscal systems, but the experts indicate 
two methods which may be of assistance to any states which may contemplate 
entering into such conventions. 

(1) Deduction by the state of domicile from the general income tax of a sum 

which will be: 

(a) either the tax calculated according to the state’s own scale and charged 
exclusively on income produced in the other countries, each of the 
latter being taken separately, 

(b) or the tax actually paid abroad on the income arising abroad; this 
sum may be limited to the amount to be deducted in accordance with 
paragraph (a). 

In order to prevent a taxpayer, whose entire income arises abroad, from 
escaping all taxation in his state of domicile, the amount to be deducted 
on the above basis should in all cases be restricted to some fraction of 
the total tax chargeable in the state of domicile. 

(2) In the state of the origin of the income, only a portion of the income aris- 
ing there should be taxed, the other portion being taxed in the state of 
domicile of the taxpayer, but at the rate applicable to his total income 
from every source. 

4. Similar steps might be taken or exemption might be granted in the coun- 
try of the origin of the income by means of bilateral conventions in cases where 
double taxation arises by reason of the existence of a general tax in the country 
of domicile, side by side with schedular taxes in the country of the origin. 


III. PERMANENT TAXES ON THE TAXPAYER’S TOTAL WEALTH OR CAPITAL; 
SUCCESSION DUTIES 
The rules adopted for the general income tax are applicable, mutatis mutan- 
dis, to permanent taxes on the tax-payer’s total wealth or capital and to suc- 
cession duties. 


IV. FiscAL DoMICcILE 


1. Fiscal domicile of individuals 

(a) General income tax: taxes on the total wealth or capital. 

The state of domicile, for purposes of the general income tax, shall be the 
state in which the taxpayer normally has his residence for a portion of the year, 
the term “residence” being understood to mean a permanent home. 

If a taxpayer has a residence or sojourns otherwise than occasionally in differ- 
ent states, each of the said states may levy a general tax; it is desirable, however, 
in order to avoid double taxation that those states should adopt a special 
standard of liability te taxation or else that they should agree on a proportional 
division of taxation. 

States shall always be free to tax their own nationals on the whole of their 
income, wealth or capital not taxed under the terms of the above paragraph. 

(b) Succession duties. 

The state in which the deceased had at the time of his death chosen to take 
up his residence, with the manifest intention of remaining there, shall for pur- 
poses of succession duties be considered as the state of domicile. 

States which are unable to accept this definition in its entirety shall retain 
their own internal legislation. Should double taxation ensue, they might, for 
the purpose of avoiding it, agree to base taxation upon the nationality or the 
principal establishment of the deceased or to adopt some method of relief. 
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2. Fiscal domicile of companies or corporate bodies 

The state which has the right to levy the tax is the state in which the head 
office is situated or, if that office is not the real centre of management and con- 
trol of the undertaking, the state in which this centre is situated. 


II. FiscaAL EVASION 


A. ASSESSMENT OF TAX 


In view of the very special nature of the problem of fiscal evasion, the ex- 
perts consider that they must, at the outset, submit the following observations 
which should be read together with the text of their recommendations: 

(1) Unlike double taxation, in connection with which any problems arising 
between two states can be settled appropriately by means of bilateral con- 
ventions, the question of fiscal evasion can only be solved in a satisfactory man- 
ner if the international agreements on this matter are adhered to by most of the 
states and if they are concluded simultaneously. Otherwise, the interests of 
the minority of states, who would alone have signed the conventions, might be 
seriously prejudiced. 

(2) As regards the carrying out of the recommendations, which the mem- 
bers of the committee, in their capacity of technical experts, submit, as being in 
their opinion the most suitable for counteracting fiscal evasion, the experts 
desire to emphasize the fact that it will only be possible to carry out these recom- 
mendations in any given country if, in the first place, public opinion in that 
country is sufficiently prepared and, secondly, if the government of the coun- 
try considers that the measures advocated are not only compatible with public 
opinion, but also are required for the collection of its own taxes. 

The experts consider that an effective method of avoiding fiscal evasion is for 
the revenue authorities to undertake to supply on a basis of reciprocity to other 
countries, in respect of persons or companies domiciled in those countries, such 
information as may be required for tax assessment, for which purpose it is neces- 
sary to ascertain both the income and capital value of: 

(1) immovable property, 

(2) mortgages, 

(3) industrial, commercial or agricultural undertakings, 

(4) movable securities, deposits and current accounts, as determined by 
means of affidavits or any other documents proving the existence of 
capital or the payment of the income, 

(5) earned income, including directors’ fees. 

Nevertheless, having regard to circumstances of different kinds, the ex- 
perts recognise that this exchange should be limited actually to the in- 
formation which is in the possession of states or which the states can 
obtain in the course of their fiscal administration. 

In the opinion of the committee, it is essential that agreement on the subject 
of fiscal evasion should be reached, if not universally, at least by a majority of 
states in order to obviate the serious disadvantages which might result for cer- 
tain countries if the procedure in question were adopted by a minority of states 
Omy. 


B. COLLECTION OF TAX 
(Administrative and judicial assistance) 


States might consider the possibility of allowing their administrative or judi- 
cial authorities to act for other states for the recovery of fiscal debts the liability 
for which can be shown to be “‘resjudicatae’’. If this principle were adopted, 
states would conclude with one another, for its application, conventions which 
might contain the following provisions: 

(1) Each state shall recover within its territory, in accordance with its own 
law, taxes due in another state, including taxes due from persons not nationals 
of the latter state. The state to which such an application is made may not, 
however, be requested to apply any method of execution not provided for under 
the law of the state making the application. 

(2) Taxes to be recovered shall not, in the state to which application is made, 
be regarded as privileged debts. 
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(3) Prosecutions and other measures of execution shall be carried out, with- 
out exequatur, on the production of a document providing that the liability in 
question is ‘‘resjudicatae’’. If the fiscal debt may still be the subject of an 
appeal, conservatory measures may be taken on the production of a decision 
executable against the debtor. 


; There is so much in this report that is of 
Recommendations , 
Sheuhd ta Conciiesed vital consequence to accountants and to 
the general business public that it is 
impossible to deal comprehensively with it in the narrow limits of 
these pages. Everyone should read and consider what has been 
recommended. Of course, it will be alleged by many of us that 
the recommendations of the technical experts are academically 
beautiful but practically unsound. For instance, one might quite 
reasonably point to that paragraph of section IV dealing with 
fiscal domicile and prove to his own satisfaction that the deter- 
mination of a taxpayer’s residence is almost out of the question in 
the case of many business men whose activities are world-wide. 
Of course, the proposals in the report lack finality—no scheme was 
ever devised which would meet all exigencies—but that is no 
reason for damning the whole document. Nor is the fact that it 
emanates from the league of nations any justification for ignoring 
its possibilities for good. The fact is that something must be done 
to overcome the unfair imposition of multiple taxation. The 
business of the world, if it is to prosper, must receive broad-minded 
and intelligent consideration. If we are seeking for peace, as we 
so loudly aver, let us all ask ourselves the question: Can peace be 
more quickly induced by any human agency than by establish- 
ment and maintenance of fair trade relations? Reduplication of 
taxation is blocking the way by which we may advance, and 
something must be done about it, as everyone knows. 


The proposal for bi-lateral conventions 
Proposals Based ne 
has good precedent behind it. Agree- 
on Precedent 

ments have been set up between England 
and Spain, between Italy and Czecho-Slovakia and long ago were 
satisfactorily made and observed by the states of the old Austrian 
empire. These and other international trade conventions are 
public documents which are available to anyone who will take the 
trouble to seek them. If proof be asked of the practicability of 
international agreement upon the subject of taxation, it may be 
found in that section of the 1924 income-tax law which exempts 
from taxation ‘‘income of a non-resident alien or foreign corpora- 
tion which consists exclusively of earnings derived from the 
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operation of a ship or ships documented under the laws of a foreign 
country which grants an equivalent exemption to citizens of the 
United States and to corporations organized in the United States.”’ 
As a result of this clause, double taxation of earnings from the 
operation of a ship is avoided in the case of taxpayers of Great 
Britain as well as the Argentine Republic, Bulgaria, Denmark, 
Egypt, Iceland, Norway, Paraguay, Persia, Sweden, Venezuela 
and other countries. The extension of the influence of this clause 
to other countries will follow, and in process of time incidence of 
taxation on this class of revenue at least should be fairly applied. 
If it be possible to effect operative conventions in the matter of 
maritime profits, there seems no logical ground for belief that 
reform may not be brought about for other kinds of business 
profits. 


. The series of reminiscences by James T. 
Continuators . , 
Wanted Anyon in recent issues of THE JOURNAL 
oF ACCOUNTANCY has led to many expres- 
sions of appreciation of this interesting chronicle of the profession 
in America prior to the passage of the first C. P. A. law. Several 
readers have expressed the hope that someone will take up the 
story where Mr. Anyon laysit down. The suggestion is good and 
carries the heartiest of editorial endorsement. There are several 
of the elder statesmen in the profession who could write a record of 
great value, and it is important that someone should do this serv- 
ice to his fellows, for the time is inevitably coming when those 
who have a clear and personal memory of the early days will be no 
longer able to make permanent their recollections. Those who 
are familiar with histories written in the middle ages will remember 
that it was quite a common occurrence for one man to start and 
another to follow in his steps, taking up the story where the 
originator had ended. William of Tyre had many continuators, 
and as a consequence we have today a fairly accurate and ex- 
tremely graphic series of commentaries on the stirring times of the 
earlier crusades. Let us hope that there will be continuators who 
will follow Mr. Anyon and leave a complete history for the ac- 
countants of the future. 


In the course of Mr. Anyon’s reminis- 
cences he refers to the influence which 
was exerted upon business conditions 
by the decision of the United States Steel Corporation to 
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submit its accounts and records to audit. On this point the fol- 
lowing letter is most interesting: 

March 13, 1925. 
Editor, The Journal of Accountancy, 

Dear Sir: Iam sure that all those whose accounting memory extends back 
into the nineteenth century will share Mr. Ross’s pleasure in Mr. Anyon’s very 
interesting reminiscences. I was particularly glad to note his recognition of the 
contribution made to sound accounting and the progress of the accounting pro- 
fession by the United States Steel Corporation. It is difficult to estimate the 
far reaching effect which the sound policies of accounting and reporting to stock- 
holders, adopted from the outset by that corporation, have had on industrial ac- 
counting and reporting in the United States. The credit for initiating such 
policies presumably is due to Judge Gary and his colleagues on the board of the 
corporation, but they would, I think, be the first to recognise the invaluable 
contributions to it by Mr. W. J. Filbert, for a short time assistant comptroller, 
and now for many years comptroller, of that corporation, to whom all American 
accountants owe a debt of gratitude. 

It is rather surprising that in one respect, the election of auditors by the share- 
holders, the practice of the Steel Corporation has not been more widely adopted. 
In the railroad reorganizations which followed the panic of 1893 such a provi- 
sion was not uncommonly made for the protection of shareholders whose con- 
fidence had been shaken by disclosure of the accounting methods followed in 
some conspicuous cases. The United States Steel Corporation, however, adopt- 
ed the same procedure under no such constraint but simply as a matter of sound 
business practice. It is much to be regretted that while the practice of employ- 
ing professional auditors has since become so general, this very appropriate 
method of appointing them has not been more generally followed. 

Yours very truly, 
GEORGE O. May. 


Mr. May raises a question which has been the subject of repeated 
comment in these pages, namely, the desirability of the election of 
auditors by shareholders rather than appointment by directors. 
It is the old question of English as opposed to American practice. 
As a matter of fact, even in those isolated cases in which there is 
provision for the election of auditors in this country, the matter 
resolves itself into what is tantamount to appointment by di- 
rectors, because the shareholder almost invariably gives his proxy 
to the management of the corporation and concerns himself not at 
all with what he considers administrative detail. What our cor- 
respondent says in regard to the Steel Corporation and to some of 
the railroad companies may be taken to heart by those who are 
concerned with the control and ownership of corporations. Some- 
times it seems as though there were an increasing tendency on the 
part of stockholders to participate in the conduct of business, but 
these indications usually fade away, and we relapse into the con- 
dition of acquiescence which has been the custom of the past. It 
would be extremely interesting to hear from other readers of THE 
JOURNAL OF ACCOUNTANCY on this highly important question 
raised by Mr. Anyon and discussed by Mr. May. 
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The rulings of the United States board of tax appeals will be found to be 
most interesting to the readers of this department of THE JOURNAL oF Ac- 
COUNTANCY. One of a number of reasons for this is the clarity in which the 
matter at issue is set forth and the clarity and conciseness of the decisions. 
By the time a claim reaches this tribunal all irrelevancies have been eliminated 
through the prosecution of the claim before the several departments of the 
bureau of internal revenue, and the issue is joined on one or more questions 
of fact or of law. 

This month we print a number of decisions briefly stated that it would be 
profitable to read in their entirety. Among them special attention is directed 
to the following: 


“Directors of a corporation are not the sole judges as to what constitutes 
reasonable compensation of its officers.” 


From a reading of this decision in its entirety it is apparent that the ruling 
will be a precedent in only a limited number of cases, and that it will not 
govern generally. It is difficult to conceive of a better authority on the 
question of the reasonableness of compensation of officers of a corporation 
than the directors, and especially in cases where their acts are ratified by the 
stockholders. In view of this fact the foregoing ruling would not hold in a 
majority of cases, but the logic of this particular ruling becomes apparent 
upon a study of that upon which the board ruled. 

Another case that will prove interesting to readers is that in which the 
board held that: 


“No bad debt deduction may be taken under the 1918 act where the tax- 
payer held collateral security for the payment of the debt.” 


This most obviously logical ruling becomes not so apparently logical when 
it is found that the securities held by the taxpayer were bonds of the imperial 
government of Russia which had been repudiated by the soviet government of 
that country. The board evidently believed it doubtful whether or not the 
security in this case was worthless, but it is likely that the board’s ruling 
would be quite contrary if it could be shown that the collateral security of the 
debt found to be uncollectible was worthless. 

A decision referred to in this issue made by the United States district court, 
eastern district, New York, is illuminative and of importance. It was held 
by this court that carrying charges consisting of interest and taxes on real 
estate owned could not be subtracted from selling price of the property to 
determine taxable gain or loss. The court apparently took the position that 
such expenditures could not be capitalized on real estate held for future sale. 
This decision seems to run contrary to a logical arrangement of the facts. If 
one purchases vacant land and holds it with the view to realize the apprecia- 
tion expected upon it, the cost of the property, it would seem, would be not 
the original purchase price but that plus what it cost to hold it until it was sold. 
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Another court decision of importance is that in which it was held that 
compensation of an employee of a municipally owned street railway is not sub- 
ject totax. It is not so long ago that a decision was made that the compensa- 
tion of employees of a municipally owned water system was held to be taxable. 
How these two rulings can be reconciled is a nice problem for some court, but 
might be considered a bit knotty for an accountant. 


SUMMARY OF RECENT RULINGS 


The fact that an assessment has been made is not sufficient ground for dis- 
missal regardless of whether abatement claim has been filed. (B. T. A. deci- 
sion 123, docket 190.) 


This is an instance wherein the commissioner assessed the tax under 
section 274 (d) of the act, which provides for assessment in cases where 
he believes delay will jeopardize its collection. 


A deduction for a bad debt determined to be worthless and written off is 
not to be disallowed merely because the creditor thereafter advanced other 
moneys to the debtor. (B. T. A. decision 122, docket No. 27.) 

The price at which stock was sold to the public was held not to represent 
fair market value of the stock where all of the stock offered to the public was 
not sold. (B. T. A. decision 162, docket 300.) 

Bonuses paid to officers of a corporation prior to, but not voted until after, 
the close of the year are deductible. (B. I. A. decision 162, docket 300.) 

A lessee of coal lands is entitled to a deduction for exhaustion of leaseholds 
based upon March 1, 1913, value or for depletion upon the same basis. (B.T. A. 
decision 139, docket 233.) 

Compensation of an employee of a municipally owned street railway is not 
subject to tax. (U. S. district court, E. D. Michigan, S. D. in the case of 
Frey v. Woodworth, collector.) 

Carrying charges, consisting of interest and taxes paid while holding real 
estate, may not be subtracted from selling price of the property to determine 
the gain or loss. (U. S. district court, E. D. New York, decision in case of 
Westerfield v. Rafferty.) 

Directors of a corporation are not the sole judges as to what constitutes 
reasonable compensation of its officers. (B. T. A. decision 188, docket 344.) 

Accelerated depreciation of specia! machinery, due to war conditions, was 
allowed, but the cost of replacement of such property was required to be 
charged against the depreciation reserve to the extent of such accelerated 
allowance. (B. T. A. decision 176, docket 452.) 

Bank discount neither received nor accrued within the taxable year does 
not constitute income for that year. 

A bank which includes in income discount neither received nor accrued 
within the year should be permitted to change its method of accounting so as 
correctly to reflect its income, and proper adjustments should be made in the 
returns for prior years. (B. T. A. decision 174, docket 107.) 

Taxes assessed prior to but not collected until after the expiration of the 
statutes of limitations may be recovered by taxpayer. (U. S. district court, 
S. D. New York decision in case of New York and Albany Lighterage Co. v. 
Bowers.) 

A corporation operating a general insurance agency, 48 per cent of the stock 
of which was not owned by the stockholders regularly engaged in the active 
conduct of the business, was held not to be a personal service corporation. 
(B. T. A. decision 244, docket 1036.) 

No bad debt deduction may be taken under 1918 act where the taxpayer 
held collateral security for the payment of the debt. (B. T. A. decision 233, 
docket 608.) 
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TREASURY RULINGS 


(T. D. 3671, February 9, 1925) 
Bankrupicy—Decision of court 


1. BANKRUPTCY—INTEREST—PENALTY 

Under the Federal Revenue Acts, interest at the rate of I per centum per 
month is not a penalty and under section 57 (j) of the Bankruptcy Act is 
collectible from the estate of a bankrupt. 

The following decision of the Supreme Court of the United States in the 
case of United States v. Childs, Trustee in Bankruptcy of J. Menist Co., Inc., is 
published for the information of internal revenue officers and others concerned. 


SUPREME COURT OF THE UNITED STATES 


The United States of America, petitioner, v. Edward H. Childs, Trustee in 
Bankruptcy of J. Menist Co. Inc. 


(November 24, 1924) 


Mr. Justice McKenna delivered the opinion of the court. 

The collector of internal revenue of the second district of New York filed 
a claim against the trustee in bankruptcy of J. Menist Co., Inc., Edward H. 
Childs, in the sum of $2,421.75, plus 5 per cent penalty and 1 per cent inter- 
est per month thereon until paid. The claim was for an additional income tax 
for the year 1917. 

The justification for the claim, as stated by the circuit court of appeals, is 
as follows: ‘Act of October 3, 1917 (40 Stat. 300, sec. 212), making section 
14-a of the Act of September 8, 1916 (39 Stat., 756), applicable to taxes under 
the 1917 act. By section 14-a of Title I, part 2, of the act of 1916, it is pro- 
vided that: 

«|. to any sum or sums due and unpaid after the 15th day of June 
in any year, or after 105 days from the date on which the return of income 
is required to be made by the taxpayer, and after 10 days’ notice and demand 
thereof by the collector, there shall be added the sum of 5 per cetunm on the 
amount of tax unpaid and interest at the rate of 1 per centum per month upon 
said tax from the time the same becomes due.’”’ 

As an element for consideration in connection with section 14-a is section 
57-j of the bankruptcy act. It reads as follows: 

“Debts owing to the United States, a state, a county, a district, or a mu- 
nicipality as a penalty or forfeiture shall not be allowed, except for the amount 
of the pecuniary loss sustained by the act, transaction or proceeding out of 
which the penalty or forfeiture arose, with reasonable and actual costs occa- 
sioned thereby and such interest as may have accrued thereon, according to 
law.” 

The government withdrew its claim for 5 per cent penalty but urged its 
claim for I per cent interest. 

The referee, however, decided that the cited provisions ‘‘constituted a statu- 
tory characterization or definition, . . . not only as to the 5 per cent penalty 
but also in respect to the I per cent interest per month, and relieved the estate 
in bankruptcy from its payment. He allowed the claim for $2,421.75, with 
interest at 6 per cent per annum to the date of payment. 

The order was affirmed by the district court. This was affirmed by the 
circuit court of appeals and its action is now here for review. 

At the outset we are confronted with the difference between penalty and in- 
terest. A penalty is a means of punishment; interest a means of compensation, 
Bouvier defines it to be ‘‘a consideration paid for the use of money or for- 
bearance in demanding it when due.” This court has declined to give it 
peremptory definition, and construing statutes considered that it could “safely 
decline either to limit’’ the word ‘‘debts” to “‘existing dues, or to extend its 
meaning so as to embrace all dues of whatever origin and description.” (Lane 
County v. Oregon; 7 Wall., 71, 79, 19 L. Ed., 101.) (See also New Jersey v. 
Anderson, 203 U.S. 483, 493, 27 S. Ct, 137, 51 L. Ed., 284.) To what con- 
clusion does like liberty of construction conduct in the present case? 
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The imposition of a tax is certainly a function of government and creates 
an obligation, and the power that creates the obligation can assign the measure 
of its delinquency—the detriment of delay in payment—and section 14—-a has 
done so in this case, and explicitly done so. Five per centum penalty is the 
cost of delinquency, and interest upon the amount due at 1 per cent per 
month—12 per cent a year. There is no ambiguity in the declaration nor the 
distinction made. Against their clearness and completeness section 57-j of 
the bankruptcy act is cited. 

The government yields as to the 5 per cent penalty. It resists as to the 
I per cent interest. The circuit court of appeals considered that the 1 per 
cent was involved, as well as being in effect penalty and not saved by its 
name, though it was imposed by the legislature and within the legislative 
power, and notwithstanding that taxes are treated as debts within the meaning 
of the bankruptcy act. (In re Sherwoods, 210 F., 754, 758, 127 C. C. A., 304, 
Ann. Cas. 1916A, 940; Kaw Boiler Works v. Schull, 230 F., 587, 144 C. a Rn. 
641, L. R. A. 1916E, 628.) 

The circuit court of appeals adjudged the tax in the present case a debt and 
assigned against it interest at 6 per cent, the court considering that that in- 
terest was compensation for the delinquency, anything in excess becoming 
penalty and within the prohibition of section 57-j. The court said: 

“On the point at bar (1 per cent interest as the price of the delay being 
penalty) we are in accord with Jn re Ashland, etc. (D. C.) (229 F., 829), and 
hold that, there being no evidence of any injury or damage to the government 
by the withholding of this tax, except that which flows from the nonpayment 
of a just debt, anything in excess of the legal rate of interest is to be treated 
as a penalty and not allowed.” 

We are unable to concur. It makes the rate of interest that of a particular 
locality, differing with the locality—in New York, as said by the government, 
6 per cent; in the Middle West, 8 per cent; and on the Pacific coast, 10 per 
cent—and abridges or controls a federal statute by a local law or custom, 
and takes from it uniformity of operation. Besides, the federal statute is 
precise, and it is made peremptory by the distinction between “‘penalty’’ and 
“interest,” and if it may be conceded that the use of the latter word would 
not save it from condemnation if it were in effect the former, it can not be 
conceded that 1 per cent per month—12 per cent a year—gives it that illegal 
effect, certainly not against legislative declaration that is within the legisla- 
tive power, there being no ambiguity to resolve. 

To this conclusion, New York v. Jersawit (263 U. S., 493, 44 S. Ct., 167, 

68 L. Ed.—) is not antagonistic. There a statute of New York (Consol. 
Laws, ch. 60) was passed on which required “‘every domestic corporation” to 
“annually pay in advance ...an annual franchise tax’’ upon its net 
income for the year next preceding, and provided that, if the tax be not paid, 
the corporation should pay “in addition to the amount of such tax . 
10 per centum of such amount, plus I per centum for each month the tax 
. . . remains unpaid.’’ This liability the state courts pronounced a penalty 
and not to be allowed. In that conclusion this court concurred and decided 
that, being penalty, it was disallowed by bankruptcy act, section 57-j. And 
this not only because the 1 per centum was ‘more than the value of the use 
of the money,” but because it was added by the statute to the 10 per cent to 
make a single sum, and “must be treated as part of one corpus, and must 
fall with that.” 

The tax in this case is one on income; a burden imposed for the support of 
the government. Interest is put upon it and so denominated, distinguished 
from the 5 per cent as penalty, clearly intended to compensate the delay in 
payment of the tax—the detriment of its nonpayment, to be continued during 
the time of its nonpayment—compensation, not punishment. 

Judgment reversed. 
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(T. D. 3661, January 5, 1925) 
Income taxes — Revenue act of 1924 — Decision of Court 


1. RETURNS—PUBLICITY—CONSTITUTIONALITY 

Section 257 of the Revenue Act of 1924 is constitutional and under its 
provisions income-tax returns constitute public records to the extent of the 
name, address, and amount of income tax paid by a taxpayer. 
2. SAME—INJUNCTION 

Injunction will not lie to restrain the Commissioner of Internal Revenue 
from publishing, pursuant to section 257 of the Revenue Act of 1924, the name, 
address, and amount of income tax paid by a taxpayer for the year 1923. 

The appended decision of the Supreme Court of the District of Columbia 
in the case of Gorham Hubbard v. David H. Blair, Commissioner of Internal 
Revenue, is published for the information of internal-revenue officers and others 
concerned. 


SUPREME CourRT OF THE DistTRICT OF CoLUMBIA. Eguity No. 43277 


Gorham Hubbard, plaintiff, v. David H. Blair, Commissioner of Internal 
Revenue, defendant 


(December 3, 1924) 
MEMORANDUM 


Hoehling, J. : Plaintiff, a resident of Boston, Mass., alleges that on March 
10, 1924, he filed in that collection district a federal income-tax return for 
the calendar year 1923, and that he paid the several installments of tax 
thereunder from time to time as the same became due; that defendant is 
threatening to publish the figures of the tax so paid by making the same 
available to public inspection in the office of the collector of internal revenue 
at Boston and elsewhere; this under the provisions of section 257, paragraphs 
(a) and (b), of the act of congress approved June 2, 1924; and plaintiff states 
that such publication, if made, will be in derogation of his rights, as well as 
detrimental and offensive to him; and, further, that the provisions of the 
act of 1924, supra, are unconstitutional and void in that congress has no 
right to invade the rights of privacy of citizens; and that said provisions 
violate the fourth amendment; and, accordingly, he prays that defendant be 
enjoined from publishing figures of the tax paid by him by making the same 
available to public inspection. 

Defendant moves to dismiss the bill upon the grounds: (a) Want of equity; 
(b) that no property right of plaintiff is involved; and (c) that said section 
257, paragraph (b), is within the constitutional power of Congress. 

The case has been argued upon the motion to dismiss, and submitted for 
determination as upon final hearing. 

The question thus presented is of exceeding importance both to the govern- 
ment and to the vast body of taxpayers of the United States. 

In order to view the legislation so challenged by plaintiff in its true relation 
to income tax or revenue legislation enacted by congress, it may be helpful to 
consider briefly and in chronological order the development of the subject. 

The first income tax law was that of August 5, 1861 (12 Stat., 294), which 
imposed a tax of twenty millions of dollars, apportioned, and to be levied 
wholly on real estate; and it also levied taxes on incomes whether derived 
from property or profession, trade or vocation. Apparently, the only reference 
therein as to publicity is found in section 49 thereof (being the section which 
imposed the income tax), in these words: ‘‘and the said taxes, when so assessed 
and made public, shall become a lien on the property or other sources of said 
income for the amount of the same,” etc. [Italics supplied.] 

Next followed the act of July 1, 1862 (id., 473), which repealed the above 
section 49 (and certain other sections), and enacted other sections in lieu 
thereof; but, in the new or substitute sections the above words, ‘‘and made 
public,” do not appear; nor was the same or similar designation again 
in the succeeding legislation of that period, so far as the court has ascertained 
from reading the acts. (See acts of 1} March 3, 1863, id., 718; June 30, 1864, 
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13 id., 281; March 3, 1865, id., 479; March 10, 1866, 14 id., 4; July 13, 1866, id., 
137; March 2, 1867, id., 477; and finally, July 14, 1870, 16 id., 256.) 

The above legislation grew out of the civil war and the system of taxation 
therein provided ceased to be operative with the end of the year 1871. 

As a matter of history, the court understands that income-tax lists were 
printed and published during at least parts of the period while said legisla- 
tion was operative; and, further, that the publication thereof, then as now, 
provoked controversy both for and against. Whether the matter proceeded 
further than public discussion, the court is not advised; nor has it found any 
decided case concerning the matter, if any such case there be. 

In passing, it may be noted that section 38 of the above act of June 30, 1864, 
contains the following provision: 

‘Provided, That if any such officer shall divulge to any party, or make 
known in any manner other than is provided in this act, the operation, style 
of work, or apparatus of any manufacturer or producer visited by him in the 
discharge of his official duties, he shall be subject to the penalties prescribed 
in section thirty-five (thirty-six) of this act.” 

The mistake of writing the word “‘thirty-five,”” instead of thirty-six, was cor- 
rected by amendment in the subsequent act of March 3, 1865, supra. 

The above provision later became original section 3167, R. S. U. S. (to be 
further noticed below); although, as will be seen from its language, it had 
reference (before its amendment in more recent years) to ‘‘the operations, 
style of work, or apparatus of any manufacturer or producer,” visited by an 
internal-revenue officer in the discharge of his official duties; and then had no 
relation whatever to an income-tax return. 

Thus the matter stood during the years and without change or amendment 
until the enactment of the federal income-tax law (later held unconstitutional 
(Pollock v. Farmers’ Loan & Trust Co., 158 U. S., 601) ) of August 15, 1894 
(28 Stat., 509, 557). which latter reenacted the provisions of said section 3167, 
R. S. U. S., but it added thereto an express prohibition against disclosure of — 


‘“‘the amount or source of income, profits, losses, expenditures, or any particu- 
lars thereof, set forth or disclosed in any income return, by any person or cor- 
poration, or to permit any income return or copy thereof or any book con- 
taining any abstract or particulars thereof, to be seen or examined by any 
person except as provided by law,” etc. 


And the act made it further unlawful for— 


‘“‘any person to print or publish, in any manner whatever not provided by 
law, any income-tax return or any part thereof or the amount or source of 
income, profits, losses, or expenditures appearing in any income-tax return,”’ etc. 


The violation of any of the above provisions was made to be a misdemeanor, 
punishable in like manner as provided in said original section 3167, R. S. U.S., 

Next in order of time and importance in tracing the history of revenue 
legislation in so far as it relates to the matter of publicity, is the corporation 
tax law of August 5, 1909 (36 Stat., 11), the sixth subdivision of section 38 
of which act provided that, when the assessment shall have been made as 
therein provided, “‘the returns, together, with any corrections thereof which 
may have been made by the commissioner, shall be filed in the office of the 
commissioner of internal revenue, and shall constitute public records, and be 
open to inspection as such.”” [Italics supplied.] 

An amendment to that provision was made by the act of June 17, 1910 
(id., 494), as follows: 

“Provided, That any and all such returns shall be open to inspection only 
upon order of the president, under rules and regulations to be prescribed 
by the secretary of the treasury and approved by the president.” 

(Note.—The above provisions of the corporation tax law will be further con- 
sidered later on herein.) 

Later on came the federal income-tax law of October 3, 1913 (38 Stat., 
114, 177), wherein said section 3167 is reenacted in the same language in 
which it had been set forth in the act of August 15, 1894, supra; and, there- 
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fore, it need not here be repeated. Furthermore, the same section 3167 as so 
amended was carried forward and in the same language in the several suc- 
ceeding revenue acts of September 8, 1916 (39 id., 756, 773); February 24, 
1919 (40 id., 1057); November 3, 1921 (42 id., 268); and, finally, in the present 
act of June 2, 1924. 

From the foregoing summary of legislation concerning said section 3167 it 
will be observed that disclosure, examination, inspection, printing, or the 
publishing of any income return, or any part thereof, ‘except as provided by 
law,’’ is prohibited, and made to be a misdemeanor and punishable as such. 

The question then arises whether, and, if so, to what extent, disclosure of 
such income return has been “ provided by law.” 

As to this it may be remarked that, save only as the first income-tax law 
of August 5, 1861, supra, provided that the tax, when assessed ‘‘and made 
public,”’ shall become a lien on the property or other source of the income; 
as well as the provision as to publicity contained in the corporation tax law 
and its amendment above referred to; the right of property or right to privacy 
(whichever it may be) of the taxpayer in respect of the income-tax return 
filed by him, if legal right it be, was respected in the income-tax legislation 
enacted by congress, until the act of February 24, 1919, supra, and which act 
thus provided: 

“Sec. 257. That returns upon which the tax has been determined by the 
commissioner shall constitute public records; but they shall be open to in- 
spection only upon order of the president and under rules and regulations 
prescribed by the secretary and approved by the president: provided, that 
the proper officers of any state imposing an income tax may, upon the request 
of the governor thereof, have access to the returns of any corporation, or to an 
abstract thereof showing the name and income of the corporation, at such 
times and in such manner as the secretary may prescribe: provided further, 
that all bona fide stockholders of record owning I per centum or more of the 
outstanding stock of any corporation shall, upon making request of the com- 
missioner, be allowed to examine the annual income returns of such corpora- 
tion and of its subsidiaries. Any stockholder who pursuant to the provisions 
of this section is allowed to examine the return of any corporation, and who 
makes known in any manner whatever not provided by law the amount or 
source of income, profits, losses, expenditures, or any particular thereof, set 
forth or disclosed in any such return, shall be guilty of a misdemeanor and 
be punished by a fine not exceeding $1,000, or by imprisonment not exceeding 
one year or both. 

“The commissioner shall as soon as practicable in each year cause to be 
prepared and made available to public inspection in such manner as he may 
determine, in the office of the collector in each internal-revenue district and 
in such other places as he may determine, lists containing the names and the 
post-office addresses of all individuals making income-tax returns in such dis- 
trict.” 

Next came the revenue act of November 23, 1921, supra, which reenacted 
said section 257 without change. 

Finally, the present revenue act of June 2, 1924, supra, was enacted, which 
materially amended, as well as enlarged the scope of, the section named, in 
that the above two paragraphs were made to be (a) and (b), respectively, 
and in (a) there was inserted an additional provision authorizing certain 
committees of congress to obtain and use information concerning income-tax 
returns and in (b) by adding a provision to permit public inspection as to the 
amount of the income tax paid, so that that subparagraph of the section as so 
amended now reads: 

‘“‘(b) The commissioner shall as soon as practicable in each year cause to 
be prepared and made available to public inspection in such manner as he 
may determine, in the office of the collector in each internal-revenue district 
and in such other places as he may determine, lists containing the name and 
the post-office address of each person making an income-tax return in such 
district, together with the amount of the income tax paid by such person,”” [Italics 
supplied.] 
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It will thus be observed that the public inspection theretofore authorized, of 
name and post-office address of the taxpayer merely (acts of 1918 and 1921), 
has been enlarged and extended (by the present act of 1924) to include, as 
well, the amount of the income tax paid by each such person. And it is that 
provision which has given rise to this controversy and suit. 

If the question thus presented were an open one, in the sense that it had 
not theretofore been the subject of judicial decision, and even if the court in 
that event entertained some doubt as to the validity, or otherwise, of such 
legislation, nevertheless, due respect for a coordinate branch of the govern- 
ment would require that it should only be decided that congress has tran- 
scended its powers when it is so plain that the duty can not be avoided. (Sink- 
ing Fund Cases, 99 U.S., 700, 718; Trade Mark Cases, 100 id., 82, 96; Naganab 
v. Hitchcock, 25 App. D. C., 200.) 

But is the question really an open one? The answer, in the opinion of the 
court, is found in the decision by the supreme court of the United States in 
the case of Flint v. Stone Tracy Co. (220 U. S., 107, 176-177), which case 
involved the constitutionality of the corporation tax law of 1909 as amended 
by the act of 1910 (supra) hereinabove referred to. In that case the validity 
of the legislation mentioned was attacked on various grounds and, among 
others, upon the ground that the provision for inspection of the returns filed by 
corporations was violative of the fourth amendment. 

In rejecting that objection the opinion of the court thus stated: 

“The contention is that the above section as originally framed and as now 
amended could have no legitimate connection with the collection of the tax, 
and in substance amounts to no more than an unlawful attempt to exhibit 
the private affairs of corporations to public or private inspection, without any 
substantial connection with or legitimate purpose to be subserved in the col- 
lection of the tax under the act now under consideration. But we can not 
agree to this contention. The taxation being, as we have held, within the 
legitimate powers of congress, it is for that body to determine what means 
are appropriate and adapted to the purpose of making the law effectual. In 
this connection the often quoted declaration of Chief Justice Marshall in 
McCulloch v. Maryland (4 Wheat., 316, 421) is appropriate: ‘Let the end be 
legitimate, let it be within the scope of the constitution, and all means which 
are appropriate, and which are plainly adapted to that end, and which are 
not prohibited, but are consistent with the letter and spirit of the constitution, 
are constitutional.’ 

“Congress may have deemed the public inspection of such returns a means 
of more properly securing the fullness and accuracy thereof. In many of the 
States laws are to be found making tax returns public documents, and open 
to inspection. 

““We can not say that this feature of the law does violence to the constitu- 
tional protection of the fourth amendment, and, this is equally true of the 
fifth amendment, protecting persons against compulsory self-incriminating 
testimony.” 

While it is true, the above decision concerned the corporation tax law, and 
counsel for plaintiff here insist that the personal rights of individuals were not 
involved therein, except indirectly, nevertheless the language used by the court 
in its opinion is certainly broad enough to include the legislation the validity 
of which is involved in the instant case, and, in the opinion of this court, the 
decision of the supreme court in that case is controlling here. 

Having thus concluded that paragraphs (a) and (b) of section 257 of the 
revenue act of 1924 are valid and enforceable, it results that income-tax re- 
turns, when the tax thereunder has been determined, constitute public records; 
and that, to the extent of the name of the taxpayer, his post-office address, and 
the amount of the income tax paid by him, it is made to be the duty of the 
commissioner of internal revenue to make the same available to public inspec- 
tion. 

But at this point arises the further interesting as well as important question 
as to the limitation imposed by the same law upon the right to use information 
acquired as a result of the authorized ‘public inspection,” since, as above 
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shown, a subsequent section of the same revenue act makes it unlawful ‘‘for 
any person to print or publish in any manner whatever not provided by law 
any income return, or any part thereof,” etc., under penalty of fine or imprison- 
ment, or both—the violation thereof being made to be a misdemeanor. 

The question just suggested, however, is not here necessarily involved; and 
should it come to pass that the provisions of said section 3167, as amended, be 
upheld as valid and enforceable, and that plaintiff's name, post-o ffice address, 
and amount of income tax paid be printed or published by any person, doubtless 
he will be entitled to appropriate redress in that behalf. 

The motion to dismiss is granted; and, in the event plaintiff shall elect to 
stand upon his bill of complaint, final decree of dismissal thereof may be 
prepared and submitted on notice. 
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EpITEeD BY H. A. FINNEY 


[Note.—The fact that these answers appear in THE JOURNAL OF ACCOUNT- 
ANCY should not lead the reader to assume that they are the official answers 
of the board of examiners of the American Institute of Accountants. They 
are wholly unofficial answers of the editor of this department.] 


AMERICAN INSTITUTE OF ACCOUNTANTS 
EXAMINATION IN AUDITING 
NOVEMBER 13, 1924, 9 A. M. TO 12.30 P. M. 
The candidate must answer all the following questions: 


No.1 (8 points): 

Define and distinguish between depreciation, obsolescence and amortization. 
State what, in your opinion, are proper rates for writing off four of the following 
assets: 

1. Brick buildings 

2. Bank office equipment 

3. Machinery 

4. Book plates 

5. Steel ships 

6. Motion-picture productions 

Answer: 

Depreciation is the inevitable decrease in the value of a fixed asset resulting 
from wear and tear and the lapse of time. Obsolescence is the decrease in 
value of a fixed asset, due either to an improvement in manufacturing processes 
which makes the asset out of date or to the discontinuance of the demand for a 
sole product for the manufacture of which the asset can be used. Amortization 
is the process of gradual extinguishment of an intangible asset, such as a patent, 
or of a deferred charge, such as discount on bonds. 

Depreciation and obsolescence are terms properly applied only to tangible 
assets; amortization is a term properly applied only to intangibles. Depre- 
ciation is inevitable. Obsolescence is contingent. Amortization is usually 
inevitable because the extent thereof is usually determined on a time basis. 

Depreciation is physical, in the sense that it represents material deterioration 
which results in a reduction of operating effectiveness. Obsolescence is not 
physical, for an asset in perfect physical condition may become obsolete. 
Amortization can not be physical since the term is not applicable to tangible 
assets. 

Rates 

Brick buildings—3% to 5%. 

Bank office equipment-—5% to 10%. 

Machinery—5% to 25%, depending on nature and use. 

Book plates—the factor of obsolescence is so great that it is expedient to 
write off the entire cost against the first edition unless there is strong 
probability that, because of the nature of the book, it will have a sale 
extending over a number of years. 
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Steel ships—5%. 
Motion-picture productions—write off during the first year because of the 
obsolescence feature. 


No.2 (8 points): 

What items in the balance-sheet of a manufacturing and trading concern 
would you normally classify as current assets and current liabilities? State 
upon what tests you would rely to determine whether items in part or in en- 
tirety were properly classified under such headings. 

Answer: 
Current assets: 
Cash 
Notes and acceptances receivable 
Accounts receivable 
Inventories. 


In addition to the above named items, balance-sheets often contain, in the 
current asset group, stocks and bonds, amounts due from officers and employes 
and cash-surrender values of life-insurance policies. As to the first and third 
of these items, the propriety of their inclusion in the current group depends on 
the definition of ‘‘current assets’’. If current assets are defined as cash and 
other assets which will be converted into cash through the regular operations 
of the business, stocks and bonds are not current, unless they represent tem- 
porary investments during the part of the year when cash requirements are 
low; and under this definition, cash-surrender values of insurance policies do 
not belong in this group at all. Amounts due from officers and employes 
would be properly placed in this group only if they were in a state of current 
liquidation. But if current assets are defined as assets which can be converted 
into cash if necessary to meet financial requirements, the securities and the 
cash-surrender values of insurance policies may be regarded as current. 


Current liabilities: 
Notes and acceptances payable 
Bank loans 
Accounts payable 
Dividends payable 
Accrued liabilities, such as wages, interest and taxes. 


As already stated, there is a difference of opinion among accountants as to 
what constitutes the test of currency in an asset. Some seem to believe, judg- 
ing from the items shown in their balance-sheets as current, that all assets which 
have a readily realizable cash value and can be disposed of without interfering 
with manufacturing or trading operations are current. Others take the posi- 
tion that an asset is current, not merely because it can be converted into cash, 
but because it probably will be so converted in the near future. 

Similarly there is no positive rule, accepted by all accountants as applicable 
to all cases, for determining wliat liabilities are to be regarded as current. But 
this is not because of a difference of opinion as to the nature of currency, but 
because of inevitable time differences in various industries. Roughly, the test 
as to liabilities is whether the debt will have to be paid in the near future, and 
presumably from cash now on hand or to be realized from assets shown as cur- 
rent, or by short-time borrowings. It thus appears that the relative immediacy 
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of the payment is not the sole test of currency in a liability; for instance, bonds 
may be due within a few weeks after the balance-sheet date, but if a re-financing 
is in prospect and the bonds will be liquidated with unds obtained by a new 
issue of bonds the liability will not be shown as current, because it is not to be 
paid from cash on hand or from cash to be obtained by realization of current 
assets or by short-time borrowings. 

Liabilities are sometimes divided and shown in the balance-sheet as partly 
current and partly fixed or deferred. For instance, if serial notes mature in 
monthly amounts over a period of two or three years, the notes which will 
mature within, say, a year may be shown as current and the remainder of the 
notes as fixed or deferred. Or if bonds have been issued with serial maturities, 
the bonds shortly to become due may be shown as current and the remainder as 
fixed. 


No. 3 (8 points): 

State your views of a proper differentiation between (a) capital expenditure 
and expense, (b) current income and deferred income and (c) deferred charges 
and deferred assets. 


Answer: 

(a) An expenditure consists of a payment or the creation of an obligation to 
make a future payment for a benefit received. A capital expenditure is a pay- 
ment or the creation of an obligation to make a future payment for a benefit 
which will be of a permanent nature and adds a value to a fixed asset which did 
not appear in the accounts prior to making the expenditure. 

The capital expenditure may result in an addition to the fixed assets, or an 
improvement thereof, or a restoration of values which have been taken out of 
the accounts by entries for depreciation. 

Expenses are expenditures which add no permanent values but cover the 
costs of current operations. 

(b) Current income consists of profits or other earnings which may properly be 
regarded as having been realized during the period. Realization does not imply 
a collection of cash, but merely the obtaining of a realizable asset. Deferred 
income is income which has been taken into the accounts but can not be re- 
garded as realized because of the necessity of furnishing services or rendering 
other benefits in the future in consideration for the charges already made. 

(c) There is, so far as I know, no well recognized distinction between de- 
ferred charges and deferred assets. A distinction might be made by classifying 
such items as unamortized bond discount in the deferred charge group and such 
items as supplies inventories in the deferred asset group. 


No. 4 (8 points): 

Describe how you would proceed in the audit of a bank, having a capital of 
$1,000,000, to verify the cash on hand and in banks amounting to $2,426,725.90; 
the collateral loans; the bank’s own investments. 


Answer: 

The auditor should obtain control of the cash and the securities and should 
keep the total thereof under control until accounted for in full. This may be 
accomplished by distributing the staff and making the various cash counts and 
security verifications simultaneously, or by placing the securities under seal 
while the cash is being counted. Needless to say, representatives of the bank 
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should be required to be in attendance with all members of the accountant’s 
staff. 

Since the cash will consist in part of cheques and other commercial paper to 
be deposited in other banks, the integrity of the cash balance depends upon the 
validity of these instruments. Hence the auditor should determine whether 
any of the paper included in the cash count was later returned because of 
insufficient funds or for any other reason. 

Accounts with other banks should be verified by confirmations and by recon- 
ciliation of the current accounts. The draft stub books should be examined to 
determine whether or not any drafts have been removed from the back of the 
book and used for possible fraudulent purposes. 

The collateral loans should be listed and the collateral examined, noting that 
such collateral has been endorsed or is accompanied by a proper power of 
attorney. Loans should also be verified by confirmation. 

The securities representing the bank’s own investments should be examined 
and listed or checked against lists furnished to the auditor. Attention should 
be given to possible missing coupons clipped in advance. 

The question does not appear to require comment on the verification of earn- 
ings from loans and investments. 


No.5 (8 points): 


The total amount of the inventory of merchandise of a trading concern is 
shown to have been increasing each year while the gross profits have been 
diminishing. State the probable reasons for this and how you would proceed to 
discover the real cause. Suggest some method of preventing the over-valuation 
of the inventory and the accumulation of unsalable stock. 


Answer: 


The increase in the inventory may be due to an increase in unit costs, with the 
result that the valuation is increasing while the number of units in the inventory 
is remaining the same or even decreasing. If this is the case, the fact would 
become apparent by a comparison of the quantities and unit costs of the current 
and prior inventories. The unit valuations may be found to be legitimate, or 
they may be found to be excessive. 

Or the increase may be caused by a tendency to purchase quantities in excess 
of current requirements. It would therefore be advisable to make a study of 
relative turnovers in prior and current periods. If the reduction in gross profits 
is the result of a decrease in the volume of sales, without increases in unit costs, 
the increase in the inventory would mean a reduction in the number of turn- 
overs. But if the volume of sales has increased but been offset by a greater 
increase in the cost of goods sold, the inventory might properly be increasing, 
and no reduction would necessarily appear in the comparison of turnovers. 
At any rate, a comparison of gross-profit rates (as distinguished from gross- 
profit amounts) in various periods and a comparison of turnovers in various 
periods should show whether excess purchases are being made or not. 

Or the increase may be the result of an accumulation of obsolete merchandise. 
This is often a difficult matter for an auditor to detect, as he can not be expected 
to be a merchandiser conversant with a variety of industries. Inspection of 
merchandise might disclose the existence of obsolete merchandise, but probably 
would not. Examination of perpetual inventories would be more likely to 
result in disclosures of such a condition. 
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As to methods of preventing over-valuation and the accumulation of un- 
salable stock: over-valuation (as distinguished from an excess of quantities over 
normal requirements) would probably be detected by the usual procedure of 
testing prices, extensions and footings. The auditor is not expected to prevent 
the accumulation of unsalable stock; he is merely expected to ascertain, if 
possible, that unsalable stock is not included in the inventory at an unreason- 
able figure. 


No.6 (10 points): 


What procedure would you follow in verifying the inventories of (a) a de- 
partment store, (b) a manufacturing concern operating a cost system in which 
— work is controlied by a “work in process”’ account on the general 
edger? 

State, as to (b), whether you would accept, as the inventory figure, the 
balance in the controlling account or the detailed cost sheets and what circum- 
stances would govern your decision. Mention two circumstances, apart from 
mathematical errors, in which you would ask that the figures presented for 
work-in-process inventory be reduced. 


Answer: 

(a) Inventories of a department store would be verified by tests of prices, 
extensions and footings. Some tests might also be made as to quantities. 
The verification of a department-store inventory does not differ in principle 
from the verification of the inventory of any other trading concern, except that 
some department stores make a practice of valuing their inventories by the so- 
called retail method. This consists of the keeping of a record of purchases and 
mark-ons, together with a record of sales at the marked selling prices. This 
record is supposed to show the relation between the cost and the marked selling 
price of the merchandise. The inventory is then priced on a sales basis, and 
this selling price valuation is reduced by the application of the rate of mark-on. 
If this method is in use, the auditor should test the mark-on records to deter- 
mine whether the rates are being accurately computed or not. 


(b) In a manufacturing concern operating a cost system, the auditor would 
presumably find stores ledgers or perpetual inventories of the raw materials 
and finished goods. Quantity tests could be made by comparison of the bal- 
ances shown by these records with the quantities actually in stock. Price 
verifications of materials could be made by reference to purchase invoices and 
of finished goods by inspection of production orders. The validity of the values 
of finished goods as shown by the production orders would depend upon the 
correctness of the cost system, and hence the auditor should give this matter 
some consideration. 

The decision as to the acceptance of the balance of the work-in-process 
account or of the production orders for unfinished work would depend upon the 
kind of a cost system operated and upon the accuracy of the results obtained 
by it. If the system is such that the work-in-process account is relieved of the 
cost of finished goods but is allowed to retain as a balance the sum of the costs 
of goods in process, as shown by the production orders and the over-distributed 
or under-distributed costs resulting from the difference between actual costs 
and costs distributed on the basis of estimated rates, the production orders 
would be more accurate than the controlling account. But the production 
orders would not show a correct valuation because the values shown by them 
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would contain a certain element of mis-statement resulting from the differences 
mentioned. 

The inventory of work in process should be reduced if, among other possi- 
bilities, interest has been included in cost, or if the rate used for the distribution 
of manufacturing expense is found to have been excessive. 


No.7 (8 points): 


Describe how entries dealing with consigned goods should appear on the 
books of the consignor and those of the consignee and through what data the 
entries arise. 

On the books and on the balance-sheet of a consignee, you find among the 
items, ‘‘Consigned goods unsold $98,425.00"" and “Consignor’s account for 
unsold goods $98,425.00”. Aretheseitemsstrictlyinorder? Give yourreasons. 


Answer: 

The consignor’s entries will depend on whether he desires to keep his records 
in such a way as to show the profits on consignments separate from the profits 
on ordinary sales. Assuming that he does wish to make such a separation, the 
entries on his books would be made as follows: 


Consignment out—Burton Company............. $300.00 
Merchandise consigned..................0005 $300.00 
To record the cost of goods (described) consigned 
to the Burton Company. 
Consignment out—Burton Company............. II.00 
EE rr ee II.00 
To record the payment of freight on consigned 
goods. This entry would be made from data 
shown by the freight bill. 
COs. iii camineriahcks tens andsearwnakenes 450.75 
Consignment out—Burton Company......... 450.75 
To record the net proceeds of the consignment. 
This entry would be made from the data shown by 
the account sales rendered by the consignee. 
Consignment out—Burton Company.............. 139.75 
ProGts GR CORMBRMIOEER s «o.oo 6.0.0000s0:00s:006 0% 139.75 
To record the profit on the consignment, as shown 
by the balance of the consignment-out account. 


The consignment-out account would now appear as follows: 


CONSIGNMENT OUT—-BURTON COMPANY 


Cost of goods consigned.. $300.00 Net proceeds........... $450.75 
PUR. 6 ca akdevesvecs II.00 
PU ccs cadena ncn keaaee 139.75 

$450.75 $450.75 


The merchandise-consigned account should be closed to purchases, as a 
reduction of the cost of goods remaining for sale through the ordinary channels. 
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If the consignor desires to show the expenses deducted by the consignee, he 
may make the entry for the proceeds as follows: 


NG i white een dda th ab sbbhass WAebseaeascens $450.75 

Consignment out—Burton Company (expenses)... . 18.00 

Consignment out—Burton Company (commission). . 156.25 
Consignment out—Burton Company (gross sale)......... $625.00 


If the entry for the proceeds is made in this way, the account will appear as 
follows: 
CONSIGNMENT OUT—BURTON COMPANY 


Cost of goods consigned.. $300.00 Gross proceeds.......... $625.00 
Ai IRS: aan eee II.00 
Consignee’s expenses... .. 18.00 
Consignee’s commission. . . 156.25 
ere 139.75 
$625.00 $625.00 





If the consignor does not care to show the profits on consignments separate 
from the profits on ordinary sales, he will record the transactions as follows: 


Consignment out—Burton Company............. $300.00 
gos 6 cia chamnne en wes < $300.00 
Memorandum entry for cost of goods consigned. 
5 Vira sa a:b 5 mack Ae henaaaee Ok II.00 
ES eee AL ee eee eee II.00 


Freight paid on consigned goods. 


When the account sales is received, the consignor will reverse the memoran- 
dum entry for the consignment and make an entry for the sale, as follows: 


SI NS sas kk no eee amare ee aa ews $300.00 
Consignment out—Burton Company......... $300 .00 
To reverse memorandum entry for cost of goods 
consigned. 


eee ee eee ee a eee 450.75 
To record the net proceeds of the consignment. 

If the consignor desires to record the expenses of the consignment, for statisti - 
cal purposes and to show the gross price at which the goods were sold by the 
consignee, he may make an entry which will include the expenses and selling 
price as reported by the consignee, as follows: 


Re er ee eae rE ee Ee eT $450.75 
ES eS Ere eee ry ee 18.00 
Commissions to consignees..............2eeeee0e 156.25 

in i. Wei a igeras coy Keke FO ORK ewe eae Os caren ee $625.00 


The consignee, upon receipt of the goods, may make a memorandum debit 
and credit entry, but his purposes will be as well and more easily served by 
opening a consignment-in account and entering a description of the merchan- 
dise received without entering any money values. 
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When he incurs expenses he wil! make entries as follows: 
Consignment in—Jones Mfg. Co.............2006- $18.00 
GOD od cn kevedssninusssavcusaneioessiveds $ 18.00 
To record payment of (stating nature of expense) 


When the goods are sold an entry will be made as follows: 
GMOs. 0505S can cdueeeciesseadaweetecaneer aaa $625.00 
Consignment in—Jones Mfg. Co.............. $625.00 
To record sale of consigned goods. 


The commission will be taken up as follows: 
Consignment in—Jones Mfg. Co.................- $156.25 
Commestnebem eet oo. 55. os kas c sndesccn casings $156.25 
To record commissions earned on sale of consigned 


goods. 


The proceeds will be remitted together with an account sales, and the follow- 
ing entry will be made: 
Consignment in—Jones Mfg. Co................6- $450.75 
CE oe cca Seean ebad feasts vader eaeetons $450.75 
To record remittance of cash in final settlement of 
consignment, as shown by account sales. 
The consignment account on the consignee’s books will then appear as 
follows: 
CONSIGNMENT IN—JONES MFG. CO. 
Description of merchandise 


received: 
Expenses paid.......... $ 18.00 Gross proceeds.......... $625.00 
Commission............ 156.25 
Net proceeds remitted.... 450.75 


$625.00 $625.00 


The two accounts mentioned in the question, namely, ‘“‘Consigned goods 
unsold $98,425.00" and ‘‘Consignor’s account for unsold goods $98,425.00,” 
might properly appear in the books of the consignee as the offsetting memoran- 
dum accounts mentioned as one method of recording the receipt of the goods 
instead of merely making a memorandum of the nature illustrated in the pre- 
ceding account. But the balances of these accounts should not appear in the 
balance-sheet. The goods do not belong to the consignee, and he has no lia- 
bility to the consignor. 

No.8 (8 points): 

Draft with illustrative entries (a) form for computation of my insur- 
ance, (b) form to provide the proper amount for monthly entry on the books of 
bank discount on loans. From your illustrations provide the journal entries for 
charging the proper expense accounts and for carrying forward, or setting up, 
the balance of the asset or the liability, as the case may be. 

Answer: 

The insurance register, from which could be obtained the distribution of the 

insurance expense by years, might be drawn up in the following form: 
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INSURANCE REGISTER 


Date of policy Name of company No. of policy Property 
Jan. 1, 1924 Hartford 139,638 Building 
Jul. 1, 1924 Aetna 173,627 Machinery 
Expiration Policy Premium distribution 
Total 1924 1925 1926 1927 
Jan. 1, 1927 $18,000 $150 $50 $50 $50 ae 
Jul. 1, 1927 12,000 120 20 40 40 $20 


Entries would be made as follows: 
Be IO, igi. ccc cccccvedakwawdes $150.00 
Re ee eat al pista dooce ae eS an $150.00 
To record the payment of premium on a three- 
year policy on building. 
Jul. 1 ne 120.00 
EE ee ene ETT oe oes 120.00 
To record the payment of premium on a three- 
year policy on building. 
Oe eR a eee ee ee 70.00 
Ee 70.00 
To record expiration of insurance premiums 
during the year ended December 31, 1924, 
in the amount shown by the insurance register. 


The question relative to discount on bank loans may have been intended to 
call for the bank records required for a proper distribution of its earnings, but it 
will be noted that the question calls for entries for ‘charging the proper expense 
accounts.”’ Since the account on the bank’s books would be an income 
account, the question is interpreted as requiring a record to be kept by the 
borrower. This record might be kept in the following form. 


BANK LOAN REGISTER 


Date of paper Date discounted Payee Maker or acceptor Due 
Jan. 16 Jan. 16 First Nat’l Bk. Ourselves Mar. 16 
Jan. 16 Jan. 16 Ourselves John Doe Mar. 16 

Discount Discount 
rate Amount Total Jan. Feb. Mar., etc. Discounted 
with 
6% $6,000.00 $60 $15 $30 §=«. $15 First Nat’l Bk. 
6% 1,200.00 12 3 6 3 First Nat’l Bk. 


The foregoing entries mean: On January 16 we drew our own note in favor 
of the First National bank, for $6,000.00 and discounted it at 6%. The note 
runs for two months (months having been used in the illustration instead of 
days, in order to avoid complicating the illustration by odd amounts of monthly 
distributions for discount charges), and the discount is apportioned as follows: 
one fourth to January, one half to February and one fourth to March. 
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On January 16 we received a note signed by John Doe, without interest, due 
in two months. This note was discounted on the same date. The discount is 
apportioned in the same ratios as were applicable to the note payable. 

This form is thus found to be adaptable to the discounting of notes payable 
or notes and acceptances receivable. 

The entries occasioned by the transactions illustrated are shown below. 
The treatment of the deferred charge is somewhat different from that used in 
unexpired insurance, the two methods being equally adaptable to both insur- 
ance and discount, but both being illustrated here in order to show the alterna- 
tive methods. 


Bam, 06. COR. 3 oS sen iswd ceo esia teeta coarse ane $5,940 
EE eee rT Ror ee Crt ae 60 
DENT NRIOR ic cs koa areeaeere teresa $6,000 
To record the discounting with the First National 
bank of our two-months note. 
Jan. 36. FRORRS PS ks i. dea cc ee cvccswrestedsesecuen 1,200 
DO SPOR i he ba 0 es 00540853 Feeeee base seegen 1,200 
To record the receipt of a two-months note dated 
today, from John Doe. 
Jom. OB. GAS 6 oe hss ccc both cesses dasadageeewres 1,188 
ee GI 5k copii aod ecne sue ieee ecaes 12 
Notes receivable discounted................. 1,200 
To record the discounting today of the note re- 
ceived from John Doe. Discounted at First 
National bank. 
US EP re re 54 
POC eT eT Te eee 54 
To set up the deferred charge of bank discount at 
January 31, paid in advance. 
Jam. 23%... Pais atin 40 oda keeled eae 18 
SELECT OT TT CTE Fe ee Peete 18 
To close to profit and loss the discount expense for 
the month. 
Pek. §. TR. ka oes Fedshdicuin.donoce i 54 
Dams Gcownt MOOI « oo 666s cdcc cs cccnsdses 54 
To reverse the entry made January 31 deferring 
bank discount paid in advance, 
No.9 (8 points): 

During the course of an audit of a manufacturing concern, the owner states 
to you that on account of extensive repairs the building has been maintained in 
perfect condition and, in fact, was in better condition at the close of the year 
than at the beginning and therefore no depreciation should be written off in the 
year. State what your position, as auditor, would be toward the owner and 
with respect to the accounts on the books, giving your reasons. State, also, 
what your position would be with reference to a balance-sheet certificate. 
Answer: 

The auditor should explain to the client that ordinary repairs can not make 
a building last forever, and that operations should be charged with costs of two 
kinds: first, the costs of ordinary repairs, which keep the building in usabie 
condition, but do not stop what has been called the inevitable march of all 
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fixed assets to the scrap heap, and, second, the depreciation provision against 
the time when the building will have to be replaced or when extraordinary 
repairs will have to be made. 

When extraordinary repairs are made which extend the life of the building 
beyond the estimate which was based on the assumption that only ordinary 
repairs would be made, these extraordinary repairs can properly be charged to 
the reserve for depreciation. Therefore, if the extensive repairs said to have 
been made during the year include repairs which can properly be regarded as 
extraordinary, such extraordinary items can be charged against the reserve. 
That is to say, instead of charging all of the repairs made to expense during the 
year, the ordinary repairs only need be charged to expense. A depreciation 
provision should be made, and extraordinary repairs can be charged against 
this provision. It is possible, therefore, that after setting up the depreciation 
provision for the year (upon which the auditor should insist) enough of the 
repair expenditures made during the year might be properly regarded as extraor- 
dinary and hence be charged to the reserve so that the net profit as finally 
determined on the basis of correct methods might be equal to the profits which 
would be shown if the client’s incorrect ideas were adopted. But whether this 
is the case or not, proper provision should be made for depreciation. 

An unqualified certificate must not be given unless depreciation is provided. 
If no provision is made, the balance-sheet certificate would have to include a 
qualification stating that the valuation of the building and the amount of the 
surplus were subject to accrued depreciation not taken up on the books. 


No. 10 (8 points): 

What attitude should an auditor take with respect to the refusal by the of- 
ficers of a corporation to produce its minute-book for inspection in a balance- 
sheet audit which is being made for the first time, although the corporation has 
been in existence for ten years. Explain fully. 


Answer: 


The refusal of the officers to produce the minute-book for the auditor’s 
inspection can be met by only one answer—a qualification of the certificate to 
the effect that all values stated therein are subject to such qualifications as 
might have been found necessary upon an examination of the minute-book, 
access to which was refused. It is almost impossible to list the various matters 
upon which light is thrown by the minute-book, but they include the authoriza- 
tion of the valuations of property accepted in payment for stock, the cancella- 
tion or transfer of subscriptions, the authorization of officers’ salaries, appro- 
priations of surplus for special purposes, authorizations of contracts creating 
liabilities not disclosed by the books, unrecorded declarations of dividends, 
creations of contingent liabilities through purchase commitments, pending liti- 
gations, authorizations of bond issues, contracts for repurchase of the capital 
stock and authorizations of bonuses. 


No. 11 (8 points): 

Discuss your position, as auditor, in the following instance: 

It has been customary for a certain concern to hold open its books at the end 
of the year for, approximately, fifteen days and mark back, as of the closin 
date, sundry transactions occurring in the interim, consisting of the collection o 
open accounts and cheques drawn in payment of purchase and expense bills 
bearing date prior to the end of the year. 
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Answer: 

This practice results in a misstatement of the accounts receivable, the ac- 
counts payable and the cash. It does not, of itself, result in a misstatement of 
purchases and expenses, because these should be, and presumably were, placed 
on the books prior to the end of the year. Of course, if no record of the pur- 
chases and expenses is made until payment after the close of the year, the 
auditor should see that correct accruals are made and correct provisions for 
liabilities taken up. 

If possible the amount of cash thus received and entered as of a prior date 
should be ascertained, and the amount thereof added back to the receivables 
and deducted from the cash, and the amount of the cheques drawn after the 
first of the year should be added back to the accounts payable and to the cash. 
The first of these amounts is usually easy to determine, but the amount of 
cheques actually drawn in January but dated as of December 3Ist, is not so 
easy to determine because there is no positive method of determining which 
cheques dated December 31st were actually delivered on that day and which 
were held for future delivery pending the receipt of sufficient cash to cover. 

If the amounts can be ascertained and the balance-sheet corrected accord- 
ingly, this should be done. If the amounts can not be determined, or if only 
the amount of the receipts improperly recorded can be determined, the com- 
ments and the balance-sheet certificate should contain adequate mention of the 
company’s practice and of the ascertained facts as to amounts. 


No. 12 (10 points): 

The directors of a certain corporation submitted a statement to its bank in 
which the net income for the year was shown to be $115,000. 

You are engaged by the bank to audit the books of account and records of 
this corporation for the purpose of verifying the net income as shown by the 
statement. 

_ Your audit discloses the following facts which were not taken into considera- 
tion: 
(a) There was no provision for depreciation, amounting to $27,500; 
(b) Dividends of $12,500, on preferred stock, were payable on the day fol- 
lowing the closing of the books; 

(c) Machinery, manufactured by the company for its own use, had been 
charged to plant account at market prices; 

(d) In accordance with the terms of a trust deed, under a bond issue, 
$15,000 should have been credited to a sinking fund; and 

(e) There was included in the net income, reported by the directors, $18,- 
000 derived from transactions apart from the usual business opera- 
tions of the company. 

State in what respects the net income, as reported by the directors, is incor- 
rect and explain how each of the above items should be treated on the books of 
the corporation at the closing date. 


Answer: 

(a) The income was over-stated by $27,500.00, assuming that this was the 
correct amount of the depreciation for the year. This should have been re- 
corded by a debit to revenue and a credit to a reserve for depreciation. 

(b) The income was not affected by the fact that dividends on preferred stock 
were payable on the day following the closing of the books. Dividends, even 
on preferred stock are not an expense. The balance-sheet, however, should 
show the liability, which should have been set up by a charge to surplus, assum- 
ing that the dividend had been declared prior to closing. If the dividend had 
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not been declared, the accrued dividend should be indicated on the balance- 
sheet either by a division of the surplus or by a footnote. 

(c) There is no objection to putting machinery, manufactured by the com- 
pany for its own use, on the books at market prices provided the credit for the 
excess of market over cost is credited toa reserve. But it is incorrect to credit 
the excess to surplus or to current profit-and-loss. 

(d) The trust deed was poorly worded; it should have required the crediting 
of a sinking-fund reserve and not a sinking fund. A fund is an asset, and it can 
be created only by setting aside cash or other assets; it is the sinking-fund re- 
serve which is created by the credit. But waiving this technicality, the credit 
of $15,000 to a sinking-fund reserve should have been offset by a charge to 
surplus as an appropriation of surplus, and not to profit-and-loss as an expense. 
Certainly it should not be ignored; the bond holders are entitled to have the 
requirements of the trust deed observed, and the bank is entitled to know that 
there are certain obligations which require an appropriation of a part of the 
proceeds of the profits. 

Incidentally, it is possible that income earned on the assets in the sinking 
fund has been credited directly to the reserve without having been passed 
through the profit-and-loss account. If this has been done, the books should 
be corrected accordingly by returning the income from the reserve account to 
profit-and-loss, and then by making the reserve provision by a charge to surplus. 

(e) Income of an unusual or extraneous nature should be credited directly to 
surplus, not shown as part of the company’s income from regular operations. 
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MODERN ACCOUNTING SYSTEMS, by Wittiam D. Gorpon and JERE- 
MIAH Lockwoop. John Wiley & Sons, Inc., New York. Cloth, 464 pp. 


Modern Accounting Systems is one of the ‘‘ Wiley accounting series” edited by 
Hiram T. Scovill, head of the accounting department of the university of 
Illinois. The authors are assistant professors of accounting in the Wharton 
school, university of Pennsylvania, and the introductory chapter is ascribed by 
the authors mainly to Professor Moxey of the same institution. It hardly 
needs saying then that the book is a text for students in higher accounting to 
show them the practical application of general principles to certain specific lines 
of business. This is quite in accordance with the present trend of accounting 
literature. General principles have long been established, and have been 
stated and re-stated, till one reviewer at least fairly hates to open a new book 
on accounting. It was, therefore, something of a relief to discover that Profes- 
sors Gordon and Lockwood take for granted the reader’s knowledge of general 
principles of accounting and get down without delay to specific application of 
that knowledge. 

The introduction explains the basic plan of the book and is also its apologia. 
The plan in brief consists in applying general principles, first, to the simplest 
system involving only cash transactions, then to the more complex which must 
take account also of materials, supplies and merchandise, and finally to the 
most complicated of all, municipal accounting based on budgetary control. 
The axiom is laid down that in order to make such application intelligently one 
must first learn how the business is conducted and for what purposes the ac- 
counts are required; and it is implied at least that such understanding should be 
acquired as far as possible by the student before he is graduated. If this sounds 
like a platitude to some of us, let us remember the day when we tackled a new 
business for the first time and no doubt wasted our own and perhaps our client’s 
time learning how to apply our general knowledge to the specific case. There 
was no other way to learn in those days, but in these when accumulated data in 
all lines of business are at the service of business education there is no excuse 
for it. 

It may surprise some readers that the authors begin with building and loan 
associations as the simplest system, proceeding from them to insurance com- 
panies, banks, stock brokers, department stores, gas companies, railroads and 
finally municipalities—which are all that is covered by the book. A little 
reflection and reference again to the introduction justify them. The plan of 
the book is based .on the system of conducting the business. Barter being 
obsolete, it is clear that a transaction involving cash only is the simplest form 
of doing business. According to its size and the number of transactions a busi- 
ness may vary greatly in the amount of details, but whether it is a village build- 
ing and loan association with fifty members or a city institution with ten thou- 
sand, a country bank run by one or two men or the National City bank of New 
York, the basis is the same, the receipt and disbursement of cash. In slightly 
higher degree come the insurance companies, which must also account for re- 
serves, stock-brokerage offices with their securities “long and short”’, while in 
department stores, gas, 4. e. manufacturing, companies and railroads various 
other factors affecting the profit and loss must be taken into account. Finally 
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when we come to municipalities operating on a budget system we must account 
not only for actual but also for anticipated transactions. 

In each part under the headings as stated above the authors give brief and 
clear explanations of the purpose, organization and procedure of the business, 
followed by a general description of the accounting system used in typical 
organizations. Charts furnish graphic demonstrations of the relations between 
different departments and books. Asa means of testing the students’ grasp of 
the text practical problems for solution appear at the end of each part. 

A slight error appears on page 202 in the scale of commissions charged by 
stock brokers on the New York exchange. This scale was superseded by a 
higher one October 30, 1924, probably while the book was in press. 

W. H. Lawton. 


COMMON STOCKS AS LONG TERM INVESTMENTS, by Epcar Law- 
RENCE SmitH. The Macmillan Company, New York. Cloth, 130 pp. 


In an interesting little brochure Mr. Smith has summarized a good deal of the 
discussion of the last two or three years on the comparative merits of bonds and 
common stocks as investments where the purchasing value of a dollar has de- 
clined. But Mr. Smith has gone further and attempts to show that even when 
the dollar appreciates in purchasing value the results in both income and value 
of security are better for common stocks than bonds in long-term investments. 
To this end he submits a number of tests covering about twenty years in differ- 
ent periods between 1866 and 1922 in which ten representative stocks are com- 
pared with hypothetical gilt-edged 4% bonds, the latter of course being based 
on the yield theory, not market value. To the obvious criticism that would be 
made at the outset, i. e. that the investigator is naturally biased by the subse- 
quent history of the stocks selected, Mr. Smith states: 

“Not wishing to give him the advantage of any knowledge that we 
might have now . . . we forced him to a hit-or-miss policy which could 
only be regarded as reckless. ; ; 

““We assumed that he had only $10,000 and we made him pick out the 
ten industrial common stocks in which there had been the largest number 
of transactions during the week selected. This is not what a thoughtful 
investor would do—but it completely eliminates any chance of his making 
a selection based on happenings which could not have been foretold at the 
time the purchase was made.” 

After this rather naive proposition the prudent investor may well be pardoned 
if he is prejudiced in advance against the author’s conclusions. Nevertheless 
if he will read on to the end (and if he is somewhat advanced in years) he is 
likely to heave a sigh of re;sret that he didn’t adopt this simple and “reckless” 
method of investment in his early years! But I hasten to add in fairness to 
Mr. Smith that on the previous page he says emphatically: 

“The methods by which the stocks were selected are not recommended 
to an investor actually investing today, but they are important in judging 
the results of the tests.”’ 


And what is more to the point of the book: 


‘Sound investment counsel at the time purchases are made, and applied 
constantly to the holdings, would, without any doubt, have greatly im- 
proved the showing made.” 
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That is the point. Mr. Smith submits a number of tests covering different 
classes of common stocks and in all cases apparently proves his thesis. Asa 
clincher he shows by examples that losses in value on bonds are to be expected, 
bonds that at the assumed time of purchase were considered gilt-edged. From 
his data Mr. Smith then attempts to deduce a 


“Law oF INCREASING STOCK VALUES AND INCOME RETURN. 

(1) Over a period of years the principal value of a well diversified holding 
of the common stocks of representative corporations in essential industries 
tends to increase with the operation of compound interest.” 

That is, from the effect of reinvesting surplus on the part of the corporation 
and the increase in the way of stock dividends and rights to the stockholder. 

*“‘(2) Such stock holdings may be relied upon over a term of years to pay 


an average income return on such increasing values of something more than 
the average current rate on commercial paper.” 


To this the author adds a corollary— 


“In the selection of securities for investment we must consider more than 
the expected income yield upon the amount invested, and may quite 
properly weigh the probability of principal enhancement over a term of 
years without departing from the most conservative viewpoint.” 

Which is, after all, no more and no less than what any good broker means 
when he recommends common stocks as a “business man’s investment,” that 
is, the investment of one’s surplus without being compelled to rely upon its 
income for support. In such case the investor assumes the risks of lean years 
for the sake of the expected fat years on the general assumption that over a 
long term of years the total income and increase in principal value will exceed 
those from a “‘pure”’ investment in bonds. There is nothing new in this, of 
course. The stockholder reaps profits subject to the risk of loss; the bond- 
holder is merely paid a stated rate for the use of his money and takes only the 
risk of part or complete bankruptcy, according to the traditional theory. What 
Mr. Smith shows is that the bondholder also takes the risk of a depreciating 
dollar which, as his tests would indicate, are not offset by periods of appreciat- 
ing currency. Stocks, on the other hand, both as to income and appreciation, 
depend upon profits which will rise pari passu with depreciating dollars. 

Whether he agrees with him or not the reader of this little book will thank Mr. 
Smith for his very fair and lucid study of a problem rather puzzling and com- 
plicated to the lay mind. W. H. Lawron. 


SPECIALIZED ACCOUNTING, by GeorcE Hitt1s NEWLOVE and LEsTER 
Amos Pratt. McGraw-Hill Book Co., Inc., New York. 


The preface to Specialized Accounting states its major purpose as the ‘study 
of accounting principles definitely applied to various types of business activ- 
ity.” What these principles are or how they are applied is not very clearly 
brought out. Indeed the preface is about the only place where they are 
mentioned, which is perhaps as well, for the real fundamental principles on 
which accountancy rests are so few in number that it would hardly be possible 
to write a very extensive book on them. What this book, however, does do, 
and does well, is to describe and illustrate the accounting practice of a number 
of different businesses and industries, as well as to give brief and lucid descrip- 
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tions of the methods and processes of the businesses themselves. The list is 
well selected and representative and may be grouped into: mercantile (com- 
mission merchants, department stores); manufacturing (from foundries, cotton, 
flour and cement mills); financial (trust companies, stock brokers, building 
and loan associations; fire and life-insurance companies) ; and natural resources 
(land development companies, timber, logging and sawmill companies, coal 
mines, oil producing companies). 

There are three distinct sections of the work: first, a series of short lectures 
on the nature of the different businesses and their accounting practice; second, 
questions on these lectures; and, third, problems bearing on them, both of 
these latter being selected from questions used in the American Institute of 
Accountants and various state accountancy board examinations. 

The most interesting feature is the lectures. As these average only seven- 
teen pages each they are not exhaustive. Some things of importance are 
necessarily omitted, while other vital points are lightly touched on or under- 
emphasized. For instance, the handling of customers’ accounts in department 
stores, probably one of the greatest achievements of mechanical accounting, is 
not mentioned. The cost of coal used at the mine is dealt with, but oil sim- 
ilarly used by oil companies is not even mentioned. Coal used is recommended 
to be charged to expense at the lower of cost or market, surely an odd method 
of dealing with supplies. It is also a little difficult to see why commissary 
stocks on an oil company’s balance-sheet are current assets when office sta- 
tionery is a deferred asset. The remarkable thing, however, is not that there 
are a few omissions or that some doubtful practices are put forward as well 
recognized, but that in such a mass of detailed information these things are 
so infrequent. 

The questions and problems are well selected and if a student has worked 
out correct solutions to those given in the text he may look forward with 
equanimity to questions on special types of business in any reasonable exam- 
ination. Whether or not he can find the answers to them all in the text is 
another question. They are certainly not answered specifically. It is un- 
doubtedly much better for the student to think out the answers, even if he 
must have recourse to other authorities to verify them, than for him to learn 
specific solutions in a mechanical way. 

This book should be of much value to a somewhat advanced student and 
will give an experienced practitioner a fair outline of any of the types of busi- 
ness activity treated with which he is not familiar. It is hardly fair in a work 
of this extended range and small size to expect that an experienced accountant 
familiar with any of the specific businesses covered will find much of great 
value in the chapter on that particular trade or industry. It should be a 
useful book for quick reference to an accurate and interesting, if brief, descrip- 
tion of the trade or industry covered. For instance, an assistant about to 
begin the audit of any business covered could spend the preceding evening 
very profitably studying the chapter on that particular trade or industry. 

For advanced problem work in schools or colleges much valuable material 
which might be used to supplement the regular courses is offered in the second 
and third sections. 

The physical make-up of the book is excellent and the lectures are well 


indexed. Maurice E. PELOUBET. 
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BUDGETARY CONTROL FOR THE CLOAK AND SUIT INDUSTRY, 
by THEODORE I. SCHNEIDER. Maxwell Keller Publishing Co., New York. 


Cloth, 145 pp. 
The purpose of Budgetary Control is described in the foreword: 


“The information on ‘budgetary control’ presented in this book has 
been prepared as a guide for jobbers engaged in the cloak and suit indus- 
try. The statistical data have been compiled from records of actual 
performances of successful concerns engaged in the cloak and suit business. 
The combining of the data herewith presented with the results of one’s 
own business operations will serve as a basis to anyone engaged in the 
industry for the preparation of a scientific budget plan covering future 
operations.” 

Mr. Schneider has carried out his plan admirably. Beginning with pur- 
chases he follows through the business cycle and makes plain the relationship 
between net sales and the different phases of operation. The user of the plan 
is expected to gather the data of his own business from past experience. Then 
Mr. Schneider furnishes him with comparative statistics which he has gathered 
from the trade at large thus giving the user both a means of comparison and a 
standard to attain. A particularly vital and interesting chapter is the one 
on velocity ratios, i. e., turn-overs in accounts receivable, inventories and 
investment, subjects to which the average business-man gives only spasmodic 
attention. 

Practising accountants will find this a handy book of reference. We ought 


to have more like it. W. H. Lawton. 


GRAPHIC ANALYSIS FOR EXECUTIVES, by Winrietp A. SAVAGE. 
Codex Book Company, New York. Cloth, 145 pp. 


Acting on the premise that a picture conveys ideas and information more 
quickly and with less mental effort than pages of text and columns of figures, 
Mr. Savage offers to business executives a book containing a large number of 
graphic charts covering practically all phases of operation and finance. Full 
explanation of the meaning and use of each chart accompanies it, and given a 
good and accurate staff of accountant-draftsmen, it should be possible for 
an intelligent accounting officer to furnish the executives and directors with 
visual evidence of business operations when desired. The fact that the book 
is plainly an advertising medium does not detract from its usefulness. Many 
accounting texts have more or less to say on the value of graphic charts, but 
they seldom furnish enough information to enable an accounting officer to 
work out a set of charts for his own use. W. H. LAwrTon. 


353 








Current Literature 


Compiled in the Library of the American Institute of Accountants 


[Addresses of periodicals are given at the end of this section. Photostatic 
reproductions (white printing on a black background) of most of the articles 
listed in THE JOURNAL OF ACCOUNTANCY or Accountants’ Index may be obtained 
from the library of the American Institute of Accountants, 135 Cedar Street, 
New York, at a rate of 25 cents a page (8% in. x II in.), at 35 cents a page 
(11% in. x 14 in.) plus postage. Members and Associates of the American 
Institute of Accountants are entitled to a discount of 20 per cent. Identify 
the article by author, title, name of periodical in which it appeared, date of pub- 
lication and paging. Pay ment must accompany all orders.] 


ACCOUNTANCY 
Hodge, J. P. Accountants and Secretaries. ACCOUNTANT, January 31, 1925, 
. 215-16. 

— United States 

Anyon, James T. Early Days of American Accountancy: pt. 3. JOURNAL OF 
AccounTANcy, March, 1925, p. 161-9. 

Pace, Homer S. Will the Profession of Accountancy Become Overcrowded? 
Pace STUDENT, February, 1925, p. 33-4. 


ACCOUNTANTS’ SOCIETIES 
C. P. A., Texas 
Texas Society of Certified Public eee. Bulletin No. 3. Fort Worth, 


ffice of Secretary, December 1, 1924. Sp. 
Contents: Extending Credit Based upon ei Statements by H. C. Burke; Value 
of Certified Statements to a Building and Loan Association in Assisting Sales by 


C. H. Sinex. 
AGRICULTURE 
Cost accounting 
Williamson, A. Agricultural Costings. Cost ACCOUNTANT, December, 1924, 
p. 235. 
ARMIES 
Accounting 
Keane, John. National Accounts with Special Reference to the New System of 
Accountancy in the Army. Cost ACCOUNTANT, January, 1925, p. 254-8 


AUDITING AND AUDITORS 

Bennett, George E. Auditing; an Introduction to Practice. New York, 
Macmillan Company, 1925. 377 Pp. 

Haydon, T. E. Recent Cases of Interest to Accountants. ACCOUNTANT, 
February 7, 1925, p. 233-6. 

Internal Auditor. INCORPORATED ACCOUNTANTS’ JOURNAL, February, 1925, 
p. 119-20. 

Morgan, Henry. Verification of Assets. ACCOUNTING, COMMERCE AND 
INSURANCE, December, 1924, p. 241-3. INDIAN ACCOUNTANT, December, 
1924, p. 270. 

BANKS AND BANKING, TRUST COMPANIES 
Accounting 

Reeve, Maurice E. Essentials in Successful Operation of a Trust Department, 
Fundamentals of Accounting. Trust COMPANIES, February, 1925, p. 
241-4. 

Reeve, Maurice E. Fundamentals of Trust Accounting. AMERICAN BANKERS’ 
ASSOCIATION JOURNAL, February, 1925, p. 495, 528. 

BISCUITS AND CRACKERS 
Cost accounting 


Lippert, O. C.F. Cost System that Helps the Production Executive. FACTORY, 
February, 1925, p. 278-80, 348. 


354 











Current Literature 








BOND HOUSES 
Auditing 
Pointon, E.T. Audit of a Bond House. CANADIAN CHARTERED ACCOUNTANT, 
January, 1925, p. 205-26. 
BOOKKEEPING 
Compulsory Bookkeeping. COMMONWEALTH JOURNAL OF ACCOUNTANCY, 
January, 1925, p. 97-9. 
BUDGETS 


Business 
Burke, Thomas J. Budgets and Business. Paper, February 12, 1925, p. 126-8. 
Stopping the Leaks by Expense Budget. MANUFACTURERS’ News, February 14, 
1925, p. 206. 
BUILDING AND LOAN ASSOCIATIONS 
Accounting 
Bryan, Charles T. Safeguard Measures for Building and Loan Asscciations. 
Pace STUDENT, February, 1925, p. 37. 
CEMENT 
Cost accounting 
Lindahl, O. N. Cost Accounting in the Cement Industry. INDUSTRIAL MAN- 
AGEMENT, February, 1925, p. 122-6. 
COAL TRADE 
Accounting 
Mc Neil, John C. Practical Accounting for the Retailer. BLACK DIAMonp, 
November 22, 1924, December 13, 1924. 
CONTRACTORS 
Cost accounting 
Peel, Arthur J]. Contractors’ Cost Finding Modernized. AMERICAN Con- 
TRACTOR, December 13, 1924, p. 27-9. 
CORPORATIONS 
Accounting 
Seaman, A. M. Liquidation, Amalgamation, and Reconstruction Accounts. 
AUSTRALASIAN ACCOUNTANT AND SECRETARY, January, 1925, p. 22-30. 
Auditing 
D’ Eath, D. C. Duties and Responsibilities of the Auditors of a Company. 
BusinEss ORGANIZATION AND MANAGEMENT, February, 1925, p. 347-52. 
COST AND FACTORY ACCOUNTING 
Dunkerley, R. Costing and Works Accounting with Special Reference to Engi- 
neering. Cost ACCOUNTANT, November, 1924, p. 193-202. 
Forbes, Charles. Way We Get Accurate Costs. SysTEM, January, 1925, p 
60-4. 
Functions of Cost Accounting: cont. PuBLic AccouNTANT, December, 1924, p 


187-96. 
Gill, S. L. Functions of the Cost Accountant. Cost ACCOUNTANT, November, 


1924, p. 208-14. 
Kearsey, H. E. Scheme of Standard Cost Accounts for Engineering Works 
Manufacturing Special Line of Products. Cost ACCOUNTANT, December, 


1924, P. 244-9. 
Offner, F. Cost Finding. AUSTRALASIAN ACCOUNTANT AND SECRETARY, 


January, 1925, p. 15-21. 
Pattrick, P. E. — of Cost Accountant. PuBLic ACCOUNTANT, Novem- 


ber, 1924, p. 155-60 
Powell, P. W. Sidelights on Costing Problems. FEDERAL ACCOUNTANT, 


November, 1924, p. 174-94. 
Symes, W. Processing and Ratefixing. Cost AccounTANT, December, 1924, 


p. 223-31. 
355 








The Journal of Accountancy 








DEPRECIATION, DEPLETION AND OBSOLESCENCE 
Roper, Howard W. Depreciation Historically Considered. AMERICAN ApP- 
PRAISAL NEws, February, 1925, p. 38-4I. 
Automobiles 
Davis, F. W. At What Age Does a Motor Truck Become Obsolete? PowER 
WAaGon, January, 1925, p. 43-7. 
Radio 
Income Tax Notes, Depreciation. ACCOUNTING, COMMERCE AND INSURANCE, 
November, 1924, p. 201. 
Ties 
Results of 15 Year Service Tests on Treated Ties. ENGINEERING AND Con- 
TRACTING, February 18, 1925, p. 347-9. 


EDUCATION 
Gibson, Howard L. Accountancy Training Valuable Vocational Asset. Pace 


STUDENT, February, 1925, p. 34. 
Newton, W. K. University of Oklahoma. JOURNAL oF ACCOUNTANCY, March, 


1925, p. 194-6. 
ELECTRIC AND STREET RAILROADS 
Statistics 
Carr, O. O. Necessity for Different Forms of Cost Statistics. RatLway RE- 
VIEW, February 21, 1925, p. 345-6. 
ELECTRIC SHOPS 
Accounting 
Mitchell, F. V. Practical System of Accounting for Contractor and Dealer: cont. 
JouRNAL oF Evectricity, Dec. 15, 1924, January I, 1925, p. 446-7, 20-1. 


EXECUTORS AND TRUSTEES 
Accounting 
Cohen, Alroy M. Trustees’ Accounts. AUSTRALASIAN ACCOUNTANT AND 
SECRETARY, December, 1924, p. 368-74. 
FIRE LOSSES 
Howie, C. E. Loss of Book Debts Due to Fires Destroying Ledgers. PuBLic 
ACCOUNTANT, November, 1924, p. 150-4. 
FOUNDRIES 
Cost accounting 
Ripley, Arthur H. Costing for a Non-ferrous Foundry. Cost ACCOUNTANT, 
November, 1924, p. 189-92. 
GAS 
Valuation 
Simpson, John. Some Recent Rules for the Fixing of Valuation. Gas AGE- 
RECORD, January 10, 1925, p. 43. 


GRAPHIC METHODS 


Savage, Winfield A. Graphic Analysis for Executives. New York, Codex 


Book Company, 1924, 144 p. 
Smith, William Henry. Graphic Statistics in Management. New York, 


McGraw-Hill Company, Inc. 1924. 360 p. 
HOLDING COMPANIES 
Auditing 
Stamp, Josiah. Audit of Holding Companies; from the Financial News. 
ACCOUNTANT, February 21, 1925, p. 312. 


356 











orca ee 





Current Literature 








INSTITUTIONS 
Costs 


American Hospital Association. Hospital Operating Figures; Operating Cost 
Figures for Four Hundred Hospitals, the Need for Standardization of Basic 
Operating Cost Figures, the Need for Developing Standards for Recording 
and Reporting Figures Representing the Operating Results or Products. 
Chicago, American Hospital Association, c 1924. 15 p. (Bulletin No. 59.) 


INSURANCE 
Accounting 


Farb, Solomon. Insurance-brokerage accounting. JOURNAL OF ACCOUNTANCY, 
March, 1925, p. 182-93. 
INTEREST 


Leavel, R. F. Charging Interest on Investment as a Manufacturing Cost. 
MILLERS’ REVIEW AND Dixie MILLER, December, 1924. 


INVENTORIES 


Kilduff, Frederic W. Inventory Practice and Material Control. New York, 
McGraw-Hill Book Company, Inc. 1925. 446 p. 

Owen, H. S. How to Maintain Proper Inventory Control. INDUSTRIAL 
MANAGEMENT, February, 1925, p. 83-5. 

Sohmer, Philip. Perpetual Inventory. AMERICAN CLOAK AND Suit REVIEW, 
May, 1922, p. 91-2. 

Sohmer, Philip. Perpetual Inventory; Revolving System of Inventory Gives a 
Constant Check on All Piece-goods and Finished Garments. GARMENT 
MANUFACTURERS’ INDEX, October, 1921. 


INVESTIGATIONS 
Hawkins, L. Whittem. Investigations. ACCOUNTANT, January 31, 1925, 
Pp. 193-7. 
INVOICES 


Standard Invoice Form. Bulletin of the AMERICAN INSTITUTE OF ACCOUNT- 
ANTS, February 16, 1925, p. 2. 


JEWELRY TRADE 
Costs 


Harvard University. Graduate School of Business Administration. Bureau 
of Business Research. Operating Expenses in Retail Jewelry Stores in 1923. 
Cambridge, Bureau of Business Research, 1924. 76 p. (Bulletin No. 


47.) 
KNIT GOODS 
Cost accounting 
Broadening Scope of Cost Accounting Work; Steady Canvassing of Mills with 
View to Installation of Uniform System Continues, WoMEN’s WEAR, 
February 26, 1925. 


LEDGERS 
Bulin, John H. Tabular Ledger. Pace STUDENT, January, 1925, p. 17-20, 
29-32. 
LUMBER 


Cost accounting 
Battelle, L. G. Waiting for the Inventory; Comparisions Made Possible by 
National Ass’n’s Uniform Accounting System Show Why Some Succeed. 
Woop Construction, November 15, 1924. 
MANAGEMENT 
Talbot, Charles L. What Accounts Ought to Reveal to the Industrial Executive. 
Inpustry, November 22, 1924, p. 1-6. 


357 








The Journal of Accountancy 








MINING AND METALLURGY 
Cost accounting 
Wentworth, Iving H. Mine Cost Accounting. ENGINEERING AND MINING 
JOURNAL-PREsS, November 29, 1924, p. 858-60. 
MOTOR BUSES 
Accounting 
Hughes, Thomas G. Accounting System Should Tell You How to Keep Your 
Costs. Bus TRANSPORTATION, January, 1925, p. 17-20. 
MUNICIPAL 
Accounting 
Bunnell, Arthur K. Necessity of Uniform Municipal Accounting. CANADIAN 
CHARTERED ACCOUNTANT, January, 1925, p. 250-6. 
OIL REFINERIES 
Costs 
Matthews, R.D. Problem of Oil Refining and Marketing Costs; a Paper Read at 
One of the Business Sessions of the American Petroleum Institute at Its 
Annual Meeting at Fort Worth, Texas, December oth, roth and 11th, 1924. 
Union Oil Company of California, Los Angeles, Author. 20 p. 
PAPER, CARDBOARD, ETC. 
Accounting 
Burke, Thomas J. Accounting in Pulp and Paper Mills. Paper, December 


25, 1924, p. 405-7. 
PARTNERSHIPS 


Accounting 
Partnership Accounts. PusLic Accountant, November, 1924, p. 136-41. 


PERIODICALS AND NEWSPAPERS 
AMERICAN INSTITUTE OF ACCOUNTANTS, SPECIAL BULLETIN No. 25, February 
1925. 
Tice, Depreciation—Ball Parks; Charges of Public Accountants; Building 
Material Trade; Distribution of Cost on the Basis of Sales in a Patent Litigation 


Case; Lumber Inventory; Merger; Salt—Cost; Depreciation-Sheds; Accountant's 
Liability; Converters of Cotton Goods. 


PROFITS 
Silvester, Reginald. What are Profits? INCORPORATED ACCOUNTANTS’ 
JouRNAL, January, 1925, p. 107-II. 
PUBLIC UTILITIES 
Valuation 
Maltbie, W. H. Theory and Practice of Public Utility Valuation. New York, 
McGraw Hill Book Company, 1924. 201 p. 
PUNCHING 
Cost accounting 
Lawrence, F.C. Cost of Sheet Steel Punchings. Cost ACCOUNTANT, December 
1924 p. 231-5. 
RADIO APPARATUS TRADE 
Accounting 
Prosnitz, Ludwig B. Cost Accounting in the Radio Trade. Rapvio DEALER, 


December, 1924. 
RAILROADS 


Accounting 


Bureau of Railway Economics. List of References on American Railway 
Accounting. Washington, Bureau of Railway Economics. 159 p. 


358 














POTN LONRT Tt I . eom 





Current Literature 








Sommerfield, Vernon. Capital “‘raised" and “ provided". ACCOUNTANT, 
January 31, 1925, p. 183-5. 

Sommerfield, Vernon. What Is ‘‘ Net Revenue’? ACCOUNTANT, February 21, 
1925, Pp. 301-3. 


RESERVES AND SINKING FUNDS 


Morrison, W. F. Treatment of Reserves for Bad Debts. ACCOUNTING, Com- 
MERCE AND INSURANCE, December, 1924, p. 237-9. 


RESTAURANTS, CAFES, ETC. 
Costs 


Ellis, J. A. Necessity for Uniform Methods of Accounting. NATIONAL REs- 
TAURANT News, December, 1924, p. 13-4. 


RETAIL TRADE 
Accounting 
Sohmer, Philip. Taking the Guesswork Out of Retail Cost Competition; Efficient 
Method of Determining Selling Price Prescribed for Merchants Seeking 
Improved Systems. AMERICAN CLOAK AND Suit Review, April, 1922, p. 
87-8. 
SCHOOLS, COLLEGES, ETC. 
Accounting 
Franke, William B. College and University Accounting. JoURNAL oF AC- 
COUNTANCY, March, 1925, p. 170-81. 
Indiana. State Board of Accounts and State Department of Public Instruc- 
tion. Uniform Accounting System for School Cities and Towns; a Handbook 
of Instruction. Indianapolis, 1924. 4I p. 


SHOE TRADE 
Stockkeeping 
Jacobs, I. R. Our Records Tell Us—. System, January, 1925, p. 51-3. 
STANDARDIZATION 
Uniform Cost Accounting, Chicago Conference. SWEETS, December, 1924, p. 
2-4. 
ati STATEMENTS 
Financial 
Bankers Advocate C. P. A. Statements. Coast BANKER, October, 1924, p. 
645, 647. 
STATES 
Accounting 


Mississippi. State Accounting Department. Classification of Accounts for 
State Departments and Institutions, Adopted October 1, 1924. Jackson, 


1924. 24p. 
STATISTICS 


Mills, Frederick Cecil. Statistical Methods Applied to Economics and Business. 
New York, Henry Holt and Company, c 1924. 604 p. 


STORES SYSTEMS AND STOCK RECORDS 
Briggs, H. Material Control and Stores Administration. Cost ACCOUNTANT, 
January, 1925, p. 269-81. 
TAXATION, GREAT BRITAIN 
Income and excess profits 


Great Britain. Inland Revenue Department. Income Taxes in the British 
Dominions; a Digest of the Laws Imposing Income Taxes and Cognate 
Taxes in the British Dominions, Colonies, Protectorates, Etc. London, His 
Majesty’s Stationery Office, 1923. 374 p. Supplement 1, 1924, Supple- 
ment 2, 1924, Supplement 3, 1925. 


359 





The Journal of Accountancy 








Snelling, W. E. Dictionary of Income Tax and Super-tax Practice, Incorporat- 
ing the Provision of the Consolidation Act of 1918, the Finance Acts 1919 to 
1924. Ed. 6. London, Sir Isaac Pitman and Sons, 1924. 642 p. 


TAXATION, UNITED STATES 
Income and excess profits 
Castenholz, William B. and Fred S. Johnson. 1925 Manual Income Tax 
Procedure for 1924 Returns. Chicago, La Salle Extension University, 
c 1925. I17 p. 
Fitch, Stanley ro H. Relation of Cost Accounting to Federal Taxes. INDUSTRY, 


January 24, 1925, p. I-4. 

Kohler, Eric L. Accounting Principles Underlying Federal Income Taxes, 1925. 
Chicago, A. W. Shaw Company, 1925. 550 p. 

Philip, Maximilian and M. H. Blinken. Federal Income Tax Procedure, 1924; 
a Summary of Income Tax Requirements under the Revenue Act of 1924, 
Arranged for Correspondence Instruction. New Haven, Conn., Knights 
of Columbus Educational Bureau, Home Study Division, c 1924. 

United States. Treasury Department. Statistics of Income from Returns of 
Net Income for 1922 Including Statistics from Capital Stock Tax Returns 
and Federal Estate Tax Returns; Compiled under the Directions of the Com- 
missioner of Internal Revenue by the Statistical Division, Income Tax Unit. 
Washington, Government Printing Office, 1925. 398 p. 


TEXTILES 
Cost accounting 
Ryan, —. Costings for Spinning Mills; from the Textile Mercury. Cost 
ACCOUNTANT, December, 1924, p. 221-2. 


Addresses of periodicals 


Accountant, 6 Kirby Street, London, E. C, 1, England. 

Accounting, Commerce and Insurance, Accountancy and Educational Publications, Ltd., 
Wellington, New Zealand. 

American Appraisal News, American Appraisal Company, Milwaukee Wis. 

American Bankers’ Association Journal, 110 E. 42nd Street, New York. 

American Cloak and Suit Review, 498 7th Avenue, New York. 

American Contractor, 131 N. Franklin Street, Chicago, Ill. 

ann Accountant and Secretary, Aberdeen House, 528-30 Collins Street, Melbourne, 

ustralia. 

Black Diamond, Manhattan Building, Chicago, III. 

Bus Transportation, roth Avenue and 36th Street, New York. 

Business Organisation and Management, 2-6 W. 45th Street, New York. 

Canadian Chartered Accountant, Continental Life Building, Toronto, Ontario. 

Coast Banker, 576 Sacramento Street, San Francisco, Cal. 

Commonwealth Journal of Accountancy, 59 William Street, Melbourne, Australia. 

Cost Accountant, 6 Duke Street, St. James’s, London, S. W. 1, England. 

Engineering and Contracting, 151 W. 42nd Street, New York. 

Engineering and Mining Journal-press, roth Avenue and 36th Street, New York. 

Factory, Cass, Huron and Erie Streets, Chicago, Ill.; 342 Madison Avenue, New York. 

Federal Accountant, Collins House, 360 Collins Street, Melbourne, Australia. 

Garment Manufacturers’ Index, 1225 Broadway, New York. 

Gas Age-record, 52 Vanderbilt Avenue, New York. 

Incorporated Accountants’ Journal, 50 Gresham Street, Bank, London, E. C. 2, England. 

Industrial Management, 120 W. 32nd Street, New York. 

Industry, 950 Park Square Building, Boston, Mass. 

Journal of Electricity, 883 Mission Street, San Francisco, Cal. 

Manufacturers’ News, 917 Illinois Merchants Bank Building, 231 S. La Salle Street, Chicago, III. 

Millers’ Review and Dixie Miller, Atlanta, Ga. 

National Restaurant News, Mutual Building, 13th and Oak Streets, Kansas City, Mo. 

Pace Student, 30 Church Street, New York. 

Paper, 1480 Broadway, New York. 

Power Wagon, 536 Lake Shore Drive, Chicago, Illinois. 

Public Accountant, 77 King Street, Sydney, Australia. 

Radio Dealer, 1133 Broadway, New York. 

Railway Review, 537 S. Dearborn Street, Chicago, III. 

Sweets, Hurt Building, Atlanta, Ga. 

System, Cass, Huron and Erie Streets, Chicago, Ill.; 342 Madison Avenue, New York. 

Trust Companies, 55 Liberty Street, New York. 

Women’s Wear, 8 E. 13th Street, New York. 

Wood Construction, Xenia, Ohio. 


360 





